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FINANCIAL HIGHLIGHTS

*See following charts for adiustments,

FOR THE YEAR

{inmitiions, except per-share amoeunts)

NET SALES

EARNINGS BEFORE INTEREST AND TAXES

NET EARNINGS

DILUTED EARNINGS PER SHARE

RESEARCH AND DEVELOPMENT

DEPRECIATION, DEPLETION AND AMORTIZATION
CAPITAL EXPENDITURES

CASH DIVIDENDS PAID PER SHARE

RETURN ON AVERAGE SHAREHOLDERS’ EQUITY
AVERAGE NUMBER OF SHARES OUTSTANDING - DILUTED
ACTUAL NUMBER OF SHARES OUTSTANDING AT YEAR END

AT YEAR END

{in ritions, except par-share amounts;

TOTAL ASSETS

WORKING CAPITAL
SHAREHOLDERS® EQUITY

BOOK VALUE PER SHARE

WARKET PRICE OF COMMON STOCK
DEBT/CAPITAL

NUMBER OF EMPLOYEES

(As reported)
2004

$4,166.4
310.4
235.5
1.88
99.9
128.7
123.2
0.44
17.4%
125.4
122.4

2004

$3,178.6
659.8
1,414.3
11.55
30.67
27%
6,500

s reported)

2003

$3,714.5
320.9
234.2
1.84
931
127.7
113.6
G.41
19.8%
127.3
124.9

2003

$2,933.0

4455

1,285.4

10.29

28.95
26%

6,480

{As adjusted)
2004

$4,166.4
315.7
230.8
1.85
99.9
128.7
123.2
0.44
17.1%
125.4
122.4

(A5 adjusted)

2003*

§3,7145
309.0
229.3

1.80
93.1
127.7
113.6
0.41
19.4%
127.3
124.9
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DILUTED EARNINGS PER SHARE'

RETURN ON AVERAGE SHAREHOLDERS’ EQUITY

17.4%

19.8%

16.5%

20.5%
As reported

Ag adjusted
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TO OUR SHAREHOLDERS

Over the past few years, we have shared with you a new strategic
context for Engethard. It has been embraced by our employees,
who have begun to transform that context into results. Embodied
in that strategy is a focus on balanced financial results and
shareholder value.

In spite of a third consecutive year of significant economic
chailenges, | am pleased to report that, in 2004, we were

able to deliver on those commitments while creating the financial
and strategic base to position the company for the future.

In 2004, we:

« Generated free cash flow of $148 million, marking the fourth
consecutive year Engelhard achieved free cash fiow in excess
of the initial goal of $100 million;

« Delivered earnings growth despite a nine-cent-per-share
negative comparison with 2003 that resulted from liguidation
of the assets of our former Engelhard-CLAL joint venture;

= Continued to invest in our businesses with capital spending
of $123 million;

= Generated more than $200 million in saies from newtechnologies;
= Maintained a strong return on invested capital of 13.8% —
wellin excess of cur weighted-average cost of capital; and

* Delivered a return on average equity of 17.4%,

In December, our Board of Directors approved a 8% increase
in our dividend. We're pleased to be in a position to continue
to use our strong cash flow in ways that directly benefit
shareholder returns.

We also repurchased 2.7 million shares of our stock {net of
cptions) during the year. About three million shares remain under
existing Board authorizations, and we plan to continue to
return value to our shareholders through an ongoing share
repurchase program.

Engelhard’s balance sheet remains strong. Our total debt-to-
capital ratio of 27% remains near our 12-year lows. As a result,
we are extremely well positioned to make the kind of accretive,
bolt-on acquisitions for which we have a demonstrated

track record of success.

From an operations perspective, we met or exceeded our
internal objectives in 2004. Strong technology positions
coupled with our intense focus on productivity improvements
supported earnings growth in most of our markets, Here are
just a few highlights.

in Environmental Technologies, we:

» Expanded capacity at our new plant in China and continued
to work with our joint venture partners in Asia to improve
Engelhard’s position in that growing part of the world;

= Delivered strong performance from the heavy-duty diesel
OEM market as the development investments made over
the past few years moved this business into a profit-making
position; and

= Began to see commercial success in newer technologies for
light-duty diesel applications, small utility engines and control
of volatile organic compounds in commercial aircraft,

In Process Technelogies, we achieved growth from both
expansion into previously unserved markets and from organic
growth in several key markets. Specifically, we:

= Expanded our polymer served markets beyond polypropylene
with initial commercial successes of technology for production
of polyethylene;

= Validated our technology platform approach with rapid
market acceptance of our Flex-Tec resid catalyst for petroleum
refining, a market that typically incorporates new technology
at a very deliberate pace; and

Barry W. Perry
Chalrman and Chief Executive Officer




= Enhanced our new additives portfolio and increased volumes
significantly as petroleum refiners looked to our technology

to help them enrich yields and deal with environmental issues
in their processes.

In Appearance and Performance Technologies, we:

= Completed and successfully integrated an acquisition in
personal care materials, which expanded our technological
capabilities and was modestly accretive to earnings;

» Grew sales of kaolin-based technologies for non-paper
applications as we continue to enrich our business mix; and
= Enhanced our colors and effects portfolio to strengthen
our position in coating markets.

Our accomplishments in 2004 underscore two of Engelhard’s
greatest strengths ~ our technology leadership and our financial
position. Across the enterprise, our technologies deliver
significant vaiue to our customers, and that value is ultimately
translated into value for our shareholders.

Four years ago in this forum, | shared with you a new strategic
context and operating philosophy for Engelhard. Alot has
happened in those four years. Against the backdrop of the
most difficult economic conditions in years, we have been
transforming our enterprise. We have been building a stronger,
more vibrant company based on a different idea of what
Engelhard truly is — and, even more important, ail it can be.

Two aspects of this transformation are worth noting. First, we
have not been merely adapting to change — we've been driving
it. Second, through it all, one thing has remained constant ~ that
strategic context | shared with you four years ago:

s We are a surface and materials science company — thosg are
our core competencies;

= Propelled by the strategic context of being technology based
and market driven;

= Enabled by ingenuity;

» Enhanced by a passion for productivity; and

= Leveraged through a seamiessly integrated, decentralized
operating culture.

We remain committed to these basic principles. They
have united and invigorated our employees, and they have
been validated by resulis delivered during difficuit
economic times. OQur goal remains to drive that strategy
for value growth.

We refer to this strategic context as a mosaic. That character-
ization highlights the fact that these elements do not stand
alone. They interconnect like the pieces of a mosaic to create
the picture that is the Engelhard of today.

The Engelhard mosaic starts with recognizing that we are a
surface and materials science company — not a catalyst
company or a pigment company or a metals chemistry company.

The commonality of our core competencies is a source of
competitive advantage. We truly do have the opportunity to
leverage our more than $100 million annual investment in tech-
nology across the enterprise. Few companies have cutiivated
that type of advantage.

We drive these competencies by being technology based

and market driven. This is fundamental to our strategic focus.
We recognize that today'’s customers and today's products
are an important base, and we remain committed to maintaining
and growing that base. However, we also recognize that this is
insufficient for cur growth expectations.



Strategically, we look at expanding our served-market base
as well as leveraging technology and the commonality of our
competencies and assets against broad market needs -

a subtie yet significant difference that ultimately addresses
the tactical as weli as strategic needs of the business.

The bridge between technology and the marketplace is ingenulty,
There is no Ph.D. in ingenuity. it may come from a 20-year
employee on the plant floor or a 20-day employee who is new
to an operation. Every time & new person joins our crganization,
anew set of eyes enhances our combined ingenuity. It's like
adding a new color fo an artist’s palette. It may be viewed as a
singular addition, or it may be seen as an ingredisnt that multiplies
the number of colors that can be created from that palette.

Likewise, every new technelogy we develop or acquire can
gnrich the entire paletie of producis and markets.

Ingenuity also fuels our passion for productivity. We view
productivity as a tool for growth. Productivity is the speed and
freguency with which we develop and commercialize new
technical advances as well as the minimization of the cost

of these initiatives. It is how we generate the margins that fund
growth, and it is what keeps our operations viable in a global,
competitive marketplace.

The fifth and final element of the Engelhard mosaic snables
us to maximize the value we create from the other four -
managing the company as a seamiessly integrated, decentralized
enterprise rather than as a federation of businesses.

Leveraging our core competencies across the enterprise
means technologies and assets in one segment can create
productivity or growth cpportunities in another. That
concept has enabled us to;

= Apply a pigment technology to enable a revolutionary new
technology platform in process technologies;

= Utilize a process technologies capability to enabie a
more effective diesel-engine catalyst for environmental
applications; and

= Capitalize on our emission-control expsrtise by rapidly
developing and commercializing environmental additives for
process technology applications.

By leveraging our commonality in all these cases, we created
new growth opportunities with minimal capital. But we don't stop
there. In addition to technology, we also leverage assets,
knowledge, information and human capital across the enterprise.

Four years after its introduction, commitment to our strategic con-
text has never been stronger. In advertising pariance, itis
proving to be anidea with “legs.” It continues to unlock value
long embedded in Engelhard but never realized. itis enabling
our employees to see opportunities that would have other-
wise remained invisible. It is enabling us fo deliver greater
valug to our customers, and that is ultimately how we deliver
wealih to our shareholders.

Sincerely,

Bk

Barry W. Perry
Chairman and Chief Executive Officer
March 11, 2008
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NO OPPORTUNITY SHORTAGE

As world energy requirements rise, so does the number of tech-
nologies we create to help mest them. One example: our family
of petroleum refining catalysts and additives based on our unique
Distributive Matrix Structure (DMS) platform - the first revolu-
tionary technological advance for petroleum refining in more than
a decade. One member of this family helps the average refinery
produce as many as 50,000 additional gailons of gasoline per
day from the same amount of crude oil. Another helps refiners

coax more and better quality fuels from lower grades of petro-
leum. DMS enables a refiner to produce more fuel from a barrel
of crude. And given the rapidly rising price of that barrel, that's
real value everyone can appreciate. > We also produce catalyst
technology for gas-to-fiquids — a process that turns stranded
natural gas ~ abundant in parts of the world but unusable for
most energy needs ~ into a high-quality, cleaner-burning diese!
fuel. Another employs our expertise in nanotechnology to size




the microscopic pores of particles with such precision they can
actually trap unwanted molecules. This gives energy producers a
more efiicient and cost-effective way to “purify” nitrogen-fouled
natural gas. And that helps rmake this energy source more plentiful
and affordable. > Someday, small electrical plants called fuel cells
are likely to power cur cell phones, cars, even our office buildings
and homes, Today, more than a half dozen Engelhard technologies
play a central role in hydrogen fuel cell development. Our advances

in enabling technologies for fuel cells have
helped shrink the size, complexity and
cost of today’s prototypes - challenges
critical to farge-scaie commercialzation
of this power source. When it comes to
Engelhard’s role in making old and new
sources of energy cleaner and more plenti-
ful, there’s simply no opportunity shortage.
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YEARNING TO BREATHE FREE

Cleaner air. That is, dare we say, the aspiration of the world's
people. But as population expands, Asian economies grow and
energy use increases, so do the sources of air pollution.
Vehicles, power plants, even restaurant broilers, all contribute
to the problem. Fortunately, it’s a challenge we’ve been
working on for decades. And we're just getting warmed up.

Through the ingenious application of our surface and materials
science expertise, we are creating more and more environmental
technologies all the time. From Boston to Bangailore to Beijing,
we're helping a host of industries — from automotive, aerospace
and agriculture to mining, construction and motorcycle manufac-
turing — meet ever-more stringent air quality standards more




cost effectively. £» We're continually enhancing our Reactive
Coating Technology platform - petroleum-refining additives that
help reduce a wide range of harmful emissions from fuel-produc-
tion processes. Our diesel-engine catalysts and micro-filters are
being used effectively on more and more trucks, buses, automo-
biles and boats to reduce polluting gases and soot. We market a

technology that works on auto radiators and
other heat exchangers to literally pull smog-
producing ozone out of the air. As environ-
mental regulations become mere and more
restrictive, our opportunities to help clear the
air grow. We're proud to be able to do our part.
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WE HAVE EXPANDED OUR
TECHNOLOGICAL
CAPABILITIES TO PROVIDE
GREATER VALUE TO
COSMETICS AND PERSONAL
CARE MARKETS.







MORE THAN SKIN DEEP

Beauty may be in the eye of the beholder, but billions of the
beheld around the world are doing more than ever today

to please that eye. Naturally, we're doing more than ever to help.
> For years, we have served the cosmetics and personal care
markets with a range of technologies designed to enhance

the look, feel, durability and marketing appeal of products from

shampoos and shower gels to eye shadow and blush. Today,

we also help the makers of cosmetics and personal care products
to safely deliver an expanding range of performance benefits

to their customers. These benefits include sun and wrinkle
protection, skin-whitening, moisturizing and acne relief, to name
afew. > What's our beauty secret? Engelhard's ability to identify




performance ingredients and develop ingenious technologies
that target and deliver them to where they do their best work.
Often that's below the outer surface of the skin — a difficult place
to reach with ordinary creams and oils. We're putting our expe-
rience with microscopic particles, pore size and surface coatings
to work by developing an ever-growing number of ingredients

and ingenious delivery systems that make
personal care products more effective, You
might say we're putting our expertise where
your mouth is ... and, perhaps, where your
face, hair and eyes are, t00. Tous, it's allina
day’s work. For the world, it's a beautiful thing.




2004 IN REVIEW

EXTRA-SPECIAL EFFECTS

Partnered with a supplier of ultra-fine,
clear glass “microspheres” to develop new
visual-effect and performance-enhancing
materials for paints, coatings, plastics,

inks, cosmetics and personal care products.
The new technology delivers arange

of benefits including greater color intensity
and improved nighttime visibility.

HOG HEAVEN

Began providing a customized desiccant
to motorcycle manufacturer Harley-
Davidson. The material helps prevent
moisture-related damage to Harley-
Davidson® motorcycles during shipping.

TESTING 1-2-3

Completed expansion of our diese! engine-
testing facility in Hannover, Germany.

The lab evaluates the performance of our
envircnmental technologies that reduce
harmful emissions from diesel-powered cars,
trucks, buses and off-road vehicles.

NEW REIGN IN SPAIN

Doubled global manufacturing capacity
for our Lynx polyolefin catalyst by rolling out
expanded production capability in
Tarragona, Spain. Lynx catalysts improve
process yields and increase the overall
performance characteristics of polypro-
pylene, which is used to make a wide range
of products, including food wrap, impact-
resistant car parts, disposable diapers and
carpet fibers.

RECOGNIZING QUALITY

Named recipient of the 2003 Monsanto
Supplier Quality Award for our
chemical catalysts, precious metal
and refining services.

BEHR NEGESSITIES

Honored with the Behr Partner Supplier

of the Year Award for 2003. We supply col-
orants and performance minerals to this
major provider of paints to The Home Depot.

MAKING QUR MARK

Commercialized a new, environmentally
safe, laser-marking pigment that enables
intricate, high-contrast markings - from bar
codes to company (0gos —on a variety of
polymer materials such as plastic packag-
ing, auto parts and consumer goods.

PATHOGENS BEWARE

Received registration from the U.S. Environ-
mental Protection Agency for the use of
Engelhard Aseptro/ - our potent antimicro-
bial technology — against tuberculosis, HIV
and other highly infectious pathogens in
hospitals, medical and dental offices. The
technology releases chiorine dioxide, a
powerful germ Killer, at precise rates and in
controlled concentrations when it comes in
contact with water or moisture in the air.

ASIAN EXPANSION

Expanded distribution, in partnership with a
Chinese company, of our advanced diesel-
emission retrofit technology in China and
the Asia-Pacific region. Engelhard and its
partner are building on the success of one

of the world's largest diesel retrofit programs,
completed in 2003, which upgraded more
than 35,000 diesel vehicles in Hong Kong
to meet strict environmental regulations.

0ZONE NO-ZONE

Commercialized a new technology that
improves air quality in airplane cabins.
The technology - to be instalied on some
commercial jetliners — reduces ozone

buildup at high altitudes by as much as
90% while also reducing the presence of
volatile organic compounds that may
enter an aircraft during flight or while on
the ground.

MERITORIOUS GONDUCT

Recognized as a 2003 Quality Award of
Merit recipient by General Motors do
Brasit for our auto-emission catalysts, which
we supply to GM’s two auto-manufac-
turing plants in Brazil.

TWO MILLION SMOG EATERS

Topped the two-million mark of vehicles
now equipped with Engelhard's unique
smog-eating technology. When coated on
avehicle's radiator, PremAir catalyst
destroys ground-level ozone, the primary
component of smog.

SEOQUL SURVIVOR

Heesung-Engelhard Corporation has
been named a recipient of the Silver Tower
Order of Industrial Service Merit Award,
one of the highest honors bestowed by the
Korean government to manufacturers.
Based in Seoul, the joint venture was hon-
ored for its contribution to accelerating
growth of the automotive-supply industry
in South Korea.

GREEN IS GOOD

Honored with the U.S. Environmental
Protection Agency's Green Chemistry
Challenge Award for our Rightfit organic
pigments, which deliver environmentally
friendly colorants to food and beverage
packaging and a range of other products.
They also cost significantly less, which
he!ps keep packaging makers in one color
we know they appreciate — the black.




TAKING PERSONAL CARE

Acquired The Collaborative Group, L1d., a
unique, high-growth company that pro-
vides products and services to the cosmetic
and personal care industries. The acquisi-
tion expands our capabilities into the
growing market for performance-based,
skin-care materials used in a variety

of applications, such as moisturizing, sun
protection and anti-wrinkle creams.

CLEAR THE AIR

Shipped first environmental catalysts from
our new production facility in Shanghai.
The new plant triples our previous production
capacity in The People's Republic of China,
demonstrating our commitment to tech-
nologies that will help that rapidly growing
country meet its ambitious clean-air goals.

BRINGING REINFORCEMENTS

Introduced a new technology that improves
the strength and durability of silicone
rubber compounds used in wire and cable,
compression gaskets and other industrial
rubber goods. In addition to making
these materials tougher, the technology
reduces the cost of producing them.

CORNING ACHIEVEMENT

Named recipient of the 2004 Corning
Certified Supplier Award, which recognizes
product quality and superior service in
connection with Engelhard technology used
by Corning to make ceramic components
for environmental catalysts. Just 11

of Corning'’s 70,000 suppliers worldwide
received the award.

EUROPEAN ENDORSEMENT
Selected by a major European auto manufac-
turer to supply catalytic soot filter technology

for diesel-powered passenger cars.
A key endorsement of our breakthrough
environmental technology.

U.S. ENDORSEMENT

A major U.S. heavy-duty diesel engine
supplier selected our diesel oxidation cata-
lysts and catalyzed soot filters to meet
more stringent regulations.

ARCHITECTURAL WONDER

Introduced new kaolin-based technology
that improves appearance and signifi-
cantly lowers processing costs of paints
and coatings used in architectural and
industrial applications. Through precise
engineering of micro-fine kaolin particles,
the new technology delivers a wide
range of benefits, including superior gloss,
faster drying and improved mar and
scuff resistance.

STILL TRUCKIN'

Selected by a major European truck manu-
facturer to supply selective catalytic
reduction technology to reduce harmful
nitrogen oxide emissions.

ANOTHER HELPING

Experienced wide and swift acceptance
by nationwide restaurant chains of our
food-service catalyst technology. Char-
broiters and rapid-cook ovens can
generate large amounts of smoke and
smelly volatile organic compounds like
formaldehyde. Our food-service catalytic
converters, mounted into ventilation hoods
and ducts, can reduce harmful cooking
emissions by more than 80%. They also help
restaurants cut costs by lowering gas
usage and reducing the freguency of duct
and roof cleaning.

COMPOUND INTEREST

Introduced a new technology that helps
pharmaceutical companies and fine chemical
manufacturers bring purer chemical com-
pounds to market faster and more cost-
effectively. Engelhard's Metals Scavenging
Agents deliver an easier, more economical
system for removing metal impurities.

ACID TEST

Awarded, together with Rohm and Haas
Company, a $5.2 million grant by the U.S.
Department of Energy to develop a novel
technology for producing acrylic acid,

an essential component of adhesives, paints,
polishes, coatings, sealants and more.

The technology holds the promise of saving
up to 37 trillion BTUs per year worldwide,
eliminating 15 million pounds of environ-
mental poliutants a year and saving U.S.
industry nearly $1.8 billion by the year 2020.




ENGELHARD AT A‘GLANCE

TECHNOLOGIES AND SERVICES '

v

SERV&D MARKETS AND APPLICATIONS

VALUE DELIVERED = Cost-effective reguiatory . = Enhanced yields
‘ compliance = Environmental compliance
" = improved air quality : = Process improvement
= improved product performance i = Product improvement
= Market identity',.




« Enhanced image and functionality:
« Eye-catching market identity

« Improved product performance

« Manufacturing efficiency

£

-=“Full-loop” metal management

= Price~risk management

« = Reliable, cost-effective raw
material supply

« Cleaner, healthier water

= Energy management

= Environmental compliance

» Qdor elimination and
surface disinfection

= Process improvement

= Product improvement




2004 EXCEPTIONAL QUALITY AWARD WINNERS

MCcINTYRE, GEORGIA Top row: Bruce Allen, Walter Carsweli, Tomeny Daniel, Barry Daniels, Charles Eady, James Giddens, David Jonses, Bobby MsCullars.
Botiom row: Tom . Neal Phillips, Eric Prather Jimmy Srnith, Al Starley, Sandy Vinson, Larry Witliars.

b 3

PASADENA, TEXAS Top row: Marco Arrona, Terry Bryant, Neiman Eaton, Roger Ferrell, Michael Flores, Mike Halverson,
Bottom row: JW. Peek, David Rogers, Michast Spencer.

L 7 o g, 0

i &

JACKSON, MISSISSIPPI Joe Edwards, Kenny Funchess, Kyle Hughes, Chris Lee, Scott Overby, Alvin Powell, J.8. Taylor, Bradford Wallace.
Not pictured: Gordon Bradisy, Mitch Solano.

Engelhard reflects the positive effect that dedicated individuals can have when they share their ideas,
challenge acceptad ways of doing their jobs and apply ingenuity and personal integrity In pursuit
oftheir passion for productivity. The Engelhard Exceptional Quality Award recognizes the extraordinary
accomplishments of individuals working together to help make our company stronger and our
customer solutions betier.

Engelhard is proud to recognize the reciplents of its 2004 Exceptional Quaiity Award.
¢ Y




Juted sarnings per s as caloulated under SFAS No. 128,

For a discussion of the Company’s critical accounting policies
y o
and estimates, see page 48.

OVERVIEW

The Gompany davelops, manufactures and rmarkets value-
adding technologies based on surface and materials science for

b

a wide spectrum of served markets. The Company aiso provides
=i customers and othars with pra-
cious and Dase metals and reladsd services, The Company's
88568 are organized inte four reportable segments that are
discussed individually below. Additional detailed descriptive
material is included in Note 19, “Business Segment and
Geographic Area Data.”

One of the strengths of the Company is that its segments
serve diverse markeis, which is imporiant for assessing the vari-
ability of tuture cash flows. The following sconomic comments
also provide 2 useful context for evaluating the Company’s per-
formance: (1) woridwide auto builds continue fo be relatively flat,
albsit at fairly high levels — industry growth for autc-emission
catalysts will benefit from tougher environmenial regulation
throughout the worid over the next 5-10 years as well as developing
economies, especially new Asian production; {2 more stringent
diesel-emission reguiations are being

fechnology segments,

DUsH

chased in, affording

;

MANAGEMEN
DISCUSSION

OF FINANCIAL COMDITION AND RESULTS OF OPERATIONS

the Company additional opportunities for catalyst sclutions;

(3) workiwide petroleum refineries are cperating close to capac-
ity generating demand for the extra vields provided by
Engethard’s advanced fluid cracking catalysts and performance
additives; (4] markets for effect pigments, colors and active
ingredients in cosmetics, personal care, auic finishes and
coatings have remained positive during the recent sconomic
downturmns and tend to be less cyciical; (5) although there are
signs of recovery, there has been little change in chemical indus-
try customers’ continued ability to delay large replacement
catalyst orders and the related demand for platinum-group-metal
refining services: () the coated, free-shaet paper market is
strengthening. but pricing and related market share loss continue
to negatively impact the Company; and {7} margins related to

the supply of metal to industrial customers are lower because

of changes in pricing and supply arrangements.

¥

RESULTS OF OPERATIONS

Net earnings in 2004 included a restructuring charge of $4.1 million
related to the consolidation of certain manufacturing facilities
and a net tax provision benefit of $8.0 million resuiting from an
agreement reached with the Internal Revenue Service with
respect to the Company's fax returns for 1988 through 2600, Net
earnings in 2008 include a royaity setilement gain of $17.6 million, &
charge of $4.8 million for the fair value of the remaining fease costs
of certain minerals-storage faciities that the Company ceased to



use and rest
tion charge of $2.3 m
‘nmulr« tive effect
include animpainment charge of $57.7 million ¢
Engsihard-CLAL joint venture, an impairment charge ¢

on was recorded on Jar yary 1, 2¢ (‘»'\w the
acoounting change. Net earnings |

i

associated with aninvestment in fuf;‘:§~055!1cz‘ee'\zeiopar
Inc., a charge of $1.9 1 Vrelated to a manufacturing consolida-
tion planand a $38.8 Hr}m“su ance settlement gain,

formation in the discussion of each segment’s resuits
s deriv irectly from the interna
DOS

{0 sach segment's results include thez majorizy af COIDOTALG
cperating char Unallocated items include |
interest income, roy ’alg\ income, saie of precious melals accountsd
for under the las first-out {LIFO) method, certain special
charges and credits, income faxes, certain information technology
development costs and cther misceliansous corporate items.

ENVIRONMENTAL TECHNOLOGIES
The majority of this segment’s
to control pottution from mob
diesel-powered passengsr
puses and motorcycles. This segm

s is derived from technologies
sources, including gascline- and
cars, sport-utility vehicles, trucks,
customers generally are

Sa
ife

ent’s

driven by increasingly stringent environmental regulations, for
vhich the Company provides sophisticated emission-control

g ohnoiogies. The remainder of this segment’s sales is darived
from products s0id into a varisty of industrial markets, including
asrospacs, power generaticn, process industries and utility
engines. The Company supplies these industrial ma
sophia*% ated emission-control techinclogies, high-value

oroducts made primarily from pic" um group metals and ther-
mal spray and coating technolog

i3

TN
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2004 Performance

RESULTS OF OPERATIONS

2004 2002 2007

$888.2 8314

atore
1364 124.5 112.3 36% 108
0.2 52 37
Operating eam 1366 118.3 108.2 g2

Discussion Resuls from this seg
sarnings improved from mobile-
trial products markets.

0 mobile-so
compared with 2003, Approxime
o higher sutistrate costs. These s
by third-party sur
Company’s custormners, Tt
profits, but, as subst
marging ¢
5. Substrate costs

SOUrCe m

0% in 2004

5 increased 1
half this |
ulsstrates are manufacture
ors who often set prices directly with the

ase costs do not impact the Company’s
& costs riss, Company’s opsrating

o dotlar-for-doliar increases in selin
ross in 2004 due 1o an increas
for 8mission-co n¢ for diesal engines, Trar onof
33 of the Company's foreign eperations accountad for 40% of
the sales increase to mobile-scurce markets in 2004 compared

uree mark

nerease rel

in demand

with 2003, T ( mpany serves a wide customer base, and
ct e“ge: inthe mix of sales to these markets are common.

/in 2004 compared with 2003, increased sales 1o diesel

engine ‘H\ff were largely offset by decreased sales w the
diesel retrofit market, which, | 10“8, included iow-margin sales
froma Cannmg facility the Company closed in 2003,

Operating earnings from mobile-source markets increase
9% in 2004 compared with 2003. The largest reason for this
increase was absencs of a 34.6 million restructuring charge

scordad in 2003, Favorable impacts from foreign currency
translation of $4.7 million and reversal of warranty resery
$1.8 millicn were mostly offsst by higher information technology

expensas of $4.0 million and higher disse! R&D expense of
%1 4 miition. The C ompam sarves a wide base of customers
within: these markets. As changes in the mix of customers and
vehicles ocouwr, ouerating sarnings may be affected, For example,
catalytic technologies vary depending on vehicle, engine type
and engine size. Profitability is impacted by the mix of vehicie plat-
by the sales ¢f particutar vehicles for which the Company
provides catalysi. In 2004, profits from mobiie-scurce diesel mar-
kets increased while profits from other mobhile-source markets
decreased compared with 2003, The digss] OEM market remaing
one of this segment's primary growth areas, and 2004 represents
the first ye market significantly contributed to
BArMINgS. s offset by a deciing
inearnings arkats, In 2003, the Company
axperienced strong prr)hncs sfrom a diesel retrofit project in
Hong Kong, which was completed sarly in 2004,

COperating sarnings from traditional ight-duty vehi
kets declin Although light-duty automobile 'i}uncfs in
Norzn Armarica and Europn were fla 9(‘)(‘)4‘@ compared with

1@ mix of vehicle plal-
i caTaEysﬁ. It is important
the izrge Asian markets of

a5 of

63

fesrrmye or
forme and

rsales i
These% ale

.
G

ned in 2004,

the Qmm‘) 2181

fc}r‘f’ns for whic s
pany cur c,Hﬂy’ serves
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Japan and Korea through joint ventures accounted for under the
sguity method. Accordingly, results of those operations are not
includsd in the operating earnings of this segment. Automobile
5 in Asia ware higher in 2004 than 2003, and the Company's
Asian joint ventures experienced increasad profits {see section
titled "Equity Earnings”).

Sales to iﬂdi.btrlct! product markets decreased 4% ag a

acling in sales 10 powsr-generation cusiomers more than offset

improved sales to the asrospace, temperature-sensing and refin-
ing marksts. The decline in demand from the pov
market was expected, and costs were reduced ascordin

Earnings from industrial product markets improved signifi-
v in 2004 compared with 2003 primarity due 1o productivity
Hatives. Earnings from the aerospace market émpmved VErsus
the prior year, but have not returned 1o levels experienced prior
to 2001, The temperature-sensing market, while relativety small,
represen tQa, iche grawth areain which the C n'n;,anvumreas d
i earch and devel-
om*e" Protits were i atin z’\Cu- versus 2@ as the Company
expanded into this market globally. While cash flows from other
served markeis remain sutficient to su pp’)rf existing as
tain operations are being evaluated from a strategic standpoint.
It is possible that some of these assets may e soid or shut
down. Long-iived assets associated with these opsrations, which
are currently recoverable, are approximately $10 million, and the
majority of the employees are covered by a collective bargaining

agreement that contains severance provisions.

Outlook Near-term demand {or the Company's products sold to
mobile-source markets is expected t¢ remain at or near current
levels. Werldwide autonmobile builds for 2006 are forecast to be
flat 1o modestly higher than in 2004, As mcore stringent smission
reguiations phase in for 2008-model-year gasoline automobiles,
{ will have a positive effecton the US. market Demand for
diesel-emission technologies is expected to increase as more of
these vehicles are sold and regulations become more stringent.
Heavy-duty diessl-emission standards woridwide are forscast to
tighten, with step-changes ccourring in 2007 and 2010, Demand

ar-generation

saels, cer-

fer the Company's tech moicg_{ to these markets is sublect to

s and o
£XCess capacity i

dustry. The Company maintaing a strong technology positionin
these r‘wark0m<a"u continuas 1o invest significantly in research
and development.

In stationary-source markets, demand is expected to remain
soft for technoicgies relatad to peak-power gensration due to the
current lack of funding for these projects. The overall power-
generation industry has experienced difficulty inrecent years
due to dereguigtion and financial instabilty associated with high

changes in mix, the level of woridwids auto b
tive presz,\m‘s resulting from curren

mpeati-

i

levels of capital spending. The Company has right-sized this
business and has maintainsd the technical ability and capacity
10 serve this market when demand returns.

The Company’s thermal spray operation, which serves the
power-generation and aerospace markets, has seen a modest
improvement in demand. The Company expects this trend 1o
continue, but does not expect these markets to refurn to pre-
2001 levels. Inresponse, this operation has been expanding
applications of its technolegy (o previously unserved compo-
nents within the aerospace market, and it is experiencing some
initiad commercial suce 3.

Other industrial markets served include temperature-sensing
and industrial products. Arecent foreign acquisition positions

the Company globally to participate in the projected worldwide
growth of the temperature-sensing market. Certain industrial
products operations are not considered core to the Company,
and it is possibie that some of these may be sold or shut down.

This segment continues to work te reduce its refiance on

aditional mobiie-source markets by developing technologies
for an array of applications, inciuding motarcycles; smail engines,
whn and garden power eguipment; charbroilers;
mining and construction; heavy-duty diessl engines: and
czone management,

2003 compared with 2002 Sales incre prmariiy from the addi-
tion of higher pass-through substrate costs and the favorable
impact of foreign exchange, which ccliectiveﬁy accounted for
approximately two-thirds of the sales increase, Sales were also
favorably impacted from increased volumes 1o the mobile-
source markets. These sales increases were partially offset by
$16.3 m%Hiorz decreased sales to the power-generation market
and by $12.1 million decreased sales of thermal spray applica-
{ions 1o the asrespace and power-generation markets,

Operating sarnings were higher from increased volumes to
the mohile-source markets. Operating earnings were also favor-
aslv impacted by absence of costs in the year-ago period related

WO k‘ >1 power-generation applications of $11.4 miilion; the
avorabie impact of foreign exchange of $6.7 million; and a manu-
acturing consoiidation charge of $3.1 miliion recorded in 2002,
T“e norease was pariially offset by lower volumes of emission-
control systems 1o the power-generaticn markeis and lower
voiumes of thermal spray applications. Earnings were also
decreased by a management consclidation and productivity ini-
tiative that resulied in a charge of $3.3 million recorded in 2003;

34.9 million in 2002, the

recognition of expenses of $56.0 million due to customer-refated

: %qhar depreciation costs of $4.3 million and
sts of 82.7 mitiion.

sughast

—hooon

the reversal of a warranty acerual ¢f 54

higher energy ¢




PROCESS TECHNOLOGIES

The Process Technuologies segment enables customers o make
thelr processes more productive, efficient, environmentally

sound and safer through the s ced chemical-

process catalysts, additives and sorbents.

upply of fadve

2004 Performance

RESULTS OF OPERATIONS

2004 2603

Saics $615.2 $5649.2 §538.8 81% 58%
87.3 ¢85 930 ~114%  59%

- 26 -
Operating earnings 82.3 g8.9 93.0 ~0.0% 31%

Discussion Thi nent experienced a diffic uir,ca
ings from the petroleum-refining r wk(,*“\ )
ad sarnings from ¢ ical-process markets.
Sales of catalyst and additives to the pstroleum-ratining

market increased in 2004 compare d" AHth 2003, reas
was driven by strong demand for products derived from the
Company's Distributed Matrix Structure {DMS) technology plai-
form which sold at pra'mum D?’(CP;» D;\ S te .hnouuy allows
peiroleum-refining

improvemenis

The incr e

23 ¢

i?es

s
posit: :eEy :mpcxczed bale
were mod sty *o‘ set by decreased demand for older product
iaced by DMS technoi

ogy.

offerings disy
Operating earnings from products sold to petroleum-refining
'mrixpt increased in 2004 compared with 2003, Profits from
increased demand for DMS technologies and other additives
were partially offset by higher information technology costs of
dpprOYim tely B2 miliion osis of approxi-
mately ion and the impact of a particularly severe
hurricane season, During strong demand for DMS tech-
nology began o excesd existing capacity at the operating faciiity

AL T ‘.:“o"ld! et

S

SOV A
L4

that producas these products. As a fes»xlt. other assets were
utilized to mest the additional dem resuiting in higher trans-
portation, product “’“:—Suhoduh'k& ’18881 utifization costs. in

2004, the Company launched a series of projects designed 1o
increase beth capacity and the productivity of agsets that serve
this market. (;peratma sarnings for 2004 also were negatively
impacted by 81,1 million compared with 2003 due to iming

of customer orders for certain older technologies.

sales of catalysts to the chemical-process markets increased
mcx:kesﬂym 2004 compared with 2003, The increass resulied
from a currency-exchange impact of approxim
2 in ;)fcauo mix, which was partially offset \y
ce reductions in older custom ca
gs( 3. Sales o chemical-process customers oormmed fobe
", as customer capacity remained at levels that did not
t change-outs. Volumes of Lynx 1
2004 ¢

o
&

Grragor
Op(‘ratm enr

BIER Qf

nings %407‘ [

ald tonhu ical-proces

markets decreassd significantly, driven primarily by the above-
menticned price reduction of §7.5 She raw material

anoy
nangs

costs of 36 mitk
higner émmrmaﬂm ferhm%cgy <

approximately g in product mix an
p; roximataly $3 miliion
crable impact from

tion and absence of

pec;al charge referenc

currency exchange of a
restruciuring expenses |
inthe table.

Outlook The outlook for

refining markets is thuﬂu fo 200!

ced

serving the peatroleum-
amc‘t yond. Demand for

premium-priced catalysts ¢ itives is expected to remain
high due to external factors, including high cruds-oil prices,
absence of additional woridwide refining capacity, increassd
demand for gasoline and environmental-fuel ¢ mpliance. The

Company also expects (© realize price increases on certain prod-
ucts inearly 2005, The Company's cost position is expecte‘d to
improve in 20085 compared with 2004 as debotilenscking and
other productivity mnt!a‘uwss launched in 2004 begin to produce
favorable resulis, The Company continues to invest in research

o maintain the competitive advantage derived
e DMS technolo

from its unig ate)s viatfo;'m
The cutlock for opsrations serving chemical-process markets

is mixed for 2 Sales o polypropyiene cusiomers are expected
to improve as markat acceptance of Lynx products continues.

The Comparny is expanding into the polyethylene catalyst market,
Although the Company expacts o sell these catalysts at a faster
growth Ehe mar (e\L itsalf, 4 do»:s not anticipate these

ate

WYL

36 10 0o
The outlook for operati
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al-process
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2003 compared with 2002 Sales grew primarily from increasad
demand for new technoiogles oftered *o the petrolsum-refining
{DMS weehnology platform products) and chemical-process
markets {{Lynx platiorm and gas-io-liquids), which aggregated
$33.0 million, and the favorable impact of foreign & wnige of
$13.0 million, Sales were reduced by $10.- million dus to lower
are(;loam»memi prices, which are passed through to chemical-
process catalyst customers in Europe and lowar sales to certain
chemical-process markets,
Opsrating earnings rose primari

ity due to increased demand
for new technologies offered 1o the petroleum-refining and
chamical-process markets; lower raw me
fion (excluding nickel): the favorable impe
of &b‘% 4 million: and benefits from productivity prog
increa sre partially offset by a product! \ysnmatxve thar
resuited w a charge of $2.6 million recorded in the first gquarter
of 2003, higher energy costs of $5.7 million and higher nicksl
costs of $3.5 million.

Al costs of 4.5 mil-
< of foreign &axch:;an;:;@

S8 We

APPEARANCE AND PERFORMANCE TECHNOLOGIES

e Technoiogies segment

s, personal care active ingredi-
ents and '.f, t enable its customers O
market enhancm* ir nage and functionality in thelr products,
This segment serves a broad array of end markets, including
cosmetics, personal care, coatings, plastics, automotive, con-
struction and pager. The segment’s products help custormers
improve the lock, functionality, performance and overall cost
of their products. In addition. the segment is the rnal supply
source of precursors for most of the Company’s advanced
peiroleum-refining catalysis

2004 Performance

RESULTS OF OPERATIONS

% cha

2004 1
jpides 2004 2003 200 2004 2003
Saleg $530.2 $653.8 3650.8 56%  05%
Opsrating earnings befora
special items 75.1 7.3 87.1 2.8% ~11.3%
Special charge 6.6 IR -
Operating earnings 68.5 63.5 BY 1 -1 20 2%

Discussion Results from this segment were mixed, as decreased
earnings from seales 1o the paper markat were par tially offset by
improved earmings from other markets.

Sales of kaolin- and attapulgite-based produots decreased
1% in 2004 compared with 2003 as decreased volumes to the
paper market were mostly offset by significant sales growth of
non-papar kaoln applncat-'~'\c Worldwide demand for coated-
paper increased in 2004, but not to levels sufficient to iImpact
current ovarcapacit e kaolin industry That overcapacity is
a result of Brazilian kaolin producers having brought more than
1.5 million tons of annual "apac ity on line since 1897 and not-
in-kind competition from calcium carbonate. In late 2003, the
Company attempted o maintain pricing and impismsnt an
harge. Certain paper customers responded by con-
tracting with cther kaolin providers, and the Company’'s market
share decreased in 2004. During 2004, the Company rationalized
certain products for the paper market and aggressively pursued
other specialty, kaolin-based applications. Sales of kaolin-based
products to markets other than paper increased significantly in
2004 compared with 2003. These markets include plastics, con-
struction, automotive, agricuiture and coatings.

Opsrating earnings from kaolin- aad attapulgite-based p’cd
ucis decreased 28% in 2004 compared with 2003. included
the 2004 results is a restructuring charge of $6.6 million rptated to
consolidation of certain manufacturing facilities that inciuded
asset impairment charges of $5.3 million and severance charges
of $1.3 million. Results for 2003 inciude a charge of $7.8 million
g fair value of remaining lease costs of certain minerals-
storage Tacilitles the Company ceased 1o use. Theses businesses
incurred higher information technology costs of approximately
33 million in 2004 comparad with 2003, Decreased sarnings
from mineral-based producis o the paper market were partially
offset by earnings from mineral-based preducts to other markets
as discussed above. Natural gas costs remained at histor
high levels in 2004, and the Company had little success imple-
menting gas surchargss to papsr customers. Cash flows from
kaoiin-based operations ramain substaniial, and the assats have
been reviewad wit ctto SFAS No. 144, "Accounting for the
Impairment or Disposal of Long-Lived Assets.” Currently, these
assets are notimpair

Sales of effect materials, colors and personal care actives
increased 13% in 2004 compared with 2003, In July 0f 2004,
the Company strengthened its position in the personal care
market by acauiring The Collaborative Group, Lid., mc‘udmg its
Hlly owned subsidiary Collaborative Laboratories, Inc. This
accournted for approximately 25% of the increase in sales of
affect matsrials, colors and personal care actives, Sales of effec
materials and colors were strong 1o other served markets includ-
ing cosmelics, automative, coatings, plastics and construction.
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ror effect materials, colors and personal
aximately 4% in 2004 compared with
witioned acquisition,

pact of hig YOIUMes men-

Qperating
care actives increased ¢
2003, due primarily to the above
was accretive to earnings. T**r‘ i :
tioned above was off sased m‘crrr ation
costs of appr viﬂ mitlion and higher costs associated
v roduct ¢ :Opment and commaercialization.
Outlook Earnings from the sale of kaolin- and attapulg
expected 1o iImprove

in 2005 in spite of the expecta-
,:onti' ued weak 5 t0 the paper market. This growth
is expected o come from productivity improvemants, price
increasss and sales increases 10 non-paper mark i
2004, the Company implen acl a plan to consolidate certain
manufacturing facilities in Georgia. This plan is expected t©
reduce costs and improve productivity. The Company has
hedged more than half its expected 2005 natumi ‘ﬁs consumption
at rates approximately one dollar higher per MMETU than
exparienced in 2004, The Company expects ti es8 operations
to remain profitable, but changes in volumes, pricing or gnergy
costs could causs this situation ,chang.,.

Earnings from sffect materials. colors and personal care actives
arg expectsd to grow at modest levels for the foresesable future.
Recent investrmentin a 18 personal care market are
expscted to improve earnings as the Company continuss 1o further
develop its position in this market. The Company recently announced
an offer that tran a purchase price of €65.9 miiion w©
acquire 100% of Coletica, 8.A., a French publicly traded company
serving the personel care markets. This segment is
information technology o support its o nraJ.serfo' o improve pro-
ductivity, reduce operating costs and improve cusiomer s
Competition, notably from Asian producers, continues to pressure
certain markeis served by these operations, The Company expsects
1o mitigate this impact by laveraging iis technolocgy o expand its

portfolio of applicaticns and served markets.
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2003 compared with 2002 Sales increased sligh saies
increases to the coatings, cosmetios and aulomotive marxpisa
and the net favorable impact of foreign exchangs of B5.6 miliion

were partially offset by lower volumes of kaoiin-basad prmucts
sapar and industrial end markets, Lowsr volumes of

sed products wers attributed to ¢

& paper market and the loss of s¢

continued weak
me voiume 1o

damand |

competition due 1o pricing.
Operating sarnings were lower primarily from char:;mf

378 mitlion recorded in 2003 for the fa
costs of cerain minerals-storage facil
1o uge. lower volumes to the papar v
of $11.3 millior and higher costs relatea
’rw\uf Murinq plantin China. This decrease w

MATERIALS SERVICES

The Materials Servicas ¢ Company's technob-
o0y segments, thPH’ customers and o?hers with precious and
base metais and related services. This is a distributio d mate-
rials services business that purchases and sells precious metals,
. other commodities and related products and
ices. |t does so under a variety of pricing and delivery arrange-

ments structured o meet the kogistical, financial and price-risk
management requirements cf the Company, its customers and
it offers the related services of precious
'oduces precious-metal salts

1a)

sippliers Admx\naly
=1

2004 Performance

RESULYS OF OPERATIONS

2004

2003 2002

$1,809.4  $1,608.3
4 eanings before

£1,836.0 187% -124%

At 15.8 101 417
Spacial cred: - - (1.0)
Dper 15.8 1041 52.7 56.4% -80.8%

segment inciude substantially all the
t© indusﬁriai

Discussion Sales for this
Compm\ s sales of metals of ali seg-
or services rendered

3 E%ecausc of the logistical
buséness and the significant
and cost of sales.
Cﬂm sany’s tech-
f s effect also
percemages of the Company as a

ustormers

prec%ous metal
Gross margins tend
nclogy segments, ag ¢
dampens the gross n aru'
whole, but improves the return on investm
White many customers for the Company's platinum-grouip-
metal catalysts purchase he matal from Materials Ssrvices,
some choose 1o deliver metal from other sources prior o manu-
facture. In such cases, precious metal values are not numde fin
sales. The mix of such arrangements and exient of market price
fluctuations can significantly affect the reporied level of sales
nd cost of sales. Conseque there is no necessary direc
correlation between vear-to-year changss in
and operating earnings. Sales in 2004 inc

platinum-group-metal {(PGM] pricss.
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Operating earnings in 2004 include $3.6 million of legal provi-
sions related 1o pending litigation. Operating earnings in 2003
wenefited from a contract settlement of $3.3 million and reversal
of a $2.8 million accrual that is no longer necessary. Earnings
from metal sourcing operations improved in 2004 compared with
2003. Refining and related service opsration oimproved in
2004 compared with 2003 a3 Company’s US. refingr
rtain performancs difficulties. These refining opsrations,
ch are strategically important wrations of the Comn
Ervironmental Technologies and Process Techn
returned
Outlook are ikely to approximate
operating earmnings levels between $8 mition and $12 million
rather than the modestly higher levels of 2004. Continued overall
weakness projected in the chemical markeis should continue to
adversely impact the recycling and refining of platinum group
metals. In addition, the results of this segment continueg to reflect
ongoing changes in these markets, which involve different

€5 SOgMENts,

gi
o profitability.

s resutts of this segm

ACQUISITIONS

pricing formulas that have reduced historical margins on the
seurcing and distribution of platinum group metals.

2003 compared with 2002 Opsrating earnings were lower pri-
marily from the timing of certain Hems discussed below, changes
in pricing formulas that reduce margins and lower rasults from
the recveling {refining) of platinum group metals of $9.3 million,
Recycling sarmings we rcosts asso-
et with performance issues domestic refinery
favoratie mix of metals.

Operating earnings in 2003 benefited from a contract settlement
of $9.3 million and the reversal of an accrual that is no longer neces-
sary of 82.8 million. In 2002, operating sarnings ware favorably
1 by $22.0 mitfion ofincome related to platinum-group-meial
transactions realized previcusly but deferred pending the resolution
¢f certain contractual provisions, an insurance setilement gain of
$11.0 million included as a special oredit, $5.5 million of income related
to & previously unrecognized contractual benefit and 83.0 million of
income related to cash received from the settiement ot litigation. Sales
decreased fromiower platinum-group-metal prices and lower volures.

re down primarily from highe

and aless
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2cton date 255 opportuniy

The Collaborative Group, Lid. Acquired manufacty

for $62.0 millio

num Sensors, Sit

Acauired manufacturing

Shupzhou Anpeak kagkin Co., Lid. Acquired cerfain operating
China-based produces
products far $12.1 million

g and R&D facilitiss

f caleined kaolin

Expand personal care husiness to include
ive ingradients

Judy 2004

3
acuve

April 2004 Expand temperature-sensing business globally

Novem

Enhances the Company’s ability 1o provide
specially mineral fechnologies to the
Asian ma
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CONSOLIDATED GROSS PROFIT

Gross profit as a percentage of sales was 18.1% in 2004, com-
pared with 17.1% in 2003 and 17.4% in 2002, The following table
represents gross margin parcentages of the Materials Services
segment and the Company’s technology segments (Envircnmental,
Process and Appearance and Performance Technologies) and
he "All Other” category for the years ended December 31, 2004,
2008 ang 2002,

2004 2003 2000
2.4% 3.8%

30.4%

17.4%

27.7%
16.1%

gy Segmenis and the Al
ompany

(ther” category

The overall decrease in 2004 compared to 2003 was primarily
due to lower margins in the Process Technologies segment.
Margins in the Environmental Technologies and Appearance and
Performance Technologies segments were tlat (see Management’s
Discussion and Analysis section on Environmental Technologies,
Process Technelogigs, and Appearance and Performance
Technologies for further discussion). The overall decraase in
2003 compared to 2002 was primarily due to lower margins
garmed in the Materials Services segment and in the Environmental
Technologies segment (see Management's Discussion and
Analysis section on Environmental Technologies and Materiala
Services for further discussion). As described earler, the lower
margins on Materialg Services sales are driven by the inclusion
of the value of precious metals in both sales and cost of sales.




Gross profit as a percentag
comparab lcm 2005. Loy

substrate costs
Technologies mri Appearance
segments ity due to the
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tives taken in 2004 and price increases

SELLING, ADMINISTRATIVE AND OTHER EXPENSES

o8 were $301.0 millic

Selling, administra ndd other exper

nared with 8364.5 million in 2003 ang $350.1 n
increase in 2004 was primarily du
nd penséon expenses of $8.7 million, increased research
and zeveg pment £ $8.8 million, incremental Sarbanes-
Oxley compliance (eSated expenses of approximately $8 million,
$3.0 million in incremental operating expenses rom the
Collzborative acquisition, increased fraight, shipping, and ra
related expansas of 82.9 million, increased legal fees of $2.5 mit-
fion and the impact of foreign currency translation on selling,
adm d other expensss of approximately $2 million
iornand
he increase in 2003
¢ diie to increased profes smna| and iegai fess
of $8.9 million, increassd research and development expsnses of
84,9 million and increased information technciogy expenses
of $3.9 million,

The Company expects selling, administrative and other
sxpenses {0 ingreass in 2005 comperable with pricr ve
increases, Key drivers will be new SFAS No. 123(R) requiremea
regarding stock option expense, infermatio nology
expenses, employes medical and pension expenses, lower roy-
alty income, full-year operatin the Collaborative
acquisition and other expenses.

PENBes ¢

inistrative and

se

=20

g expenses from

EQUITY EARNINGS
Eauity in earnings of affiliates was $37.6 million in 2004 com-
pared 1o $39.4 mitlion in 2003, and § Hion in 2002,
The Company currently owns HDZ, a 45%-0wne
subsidiary of Engethard-CLAL. The Company recogn
ings from this joint venture and related holdings of $7.8 million
n 2004 end $13.6 million in 2003, These earnings resulted pri-
marily from the sals of g i :
realized qa ng on the sale 0{

tventire and related ihO“.

in 2008,

a5

(’0

entures

The Comy :
{N.E. Chemcat and Hee -
§18.2 4§14
particip | veniures ¢
and Korean mobile’ ~SOUTGE erwironn
improve
improvac
maintains a

overall pos

nings fron
geihard\, of &

Asian joint v

million in 20
pates in thase jol:

stom@se mob%‘ surce markats. The Compan
N swnt!' these joint venturas o improve iis
intheser 5, in March 2008, the Company
ional 3.4%-gwnership of NNE. Chemcat in

: s Chinese operation
2. The Company
intventures o remain at or
icipated growth in the

above their curren tmq levels, dueto
Asian mobile-source markets.

LOSS ON INVESTMENT

In 2004 and 2002, the Company recorded a loss on its Plug
Fower investment of $0.7 mition and $8.7 million, respectively
{see Note 10, “Investments,” for fu

INTEREST

Interest expenss was $23.7 milion in 2004,
$24.3 million in 2003 and $27.4 million in 2‘ . Interest expense

in 2004 decreased due to the Company's use of interest rate
swap agreements that effectively change fix f rate delbt obliga-
tions 1o floating rate debt obligations, partially offset by higher
foreign short-term interest rates. Interest expense in 2003
oecreaaed as a result of decreased borrowings an

mpared with

diower short-

332 million in 2004, 84.0 million in 2003
ilion in 2002, The Company capitalized interest of

i in 2004 and O mittion in 2003 and 2002,

004. the Company oppertunistically issued ven denomi-
debt with a coupon rate of 1.1%. This issuance lowered

in?ere<'1 income was ¥

nated
the average borrowing rate. The percentage of variable dabt

© fotal r)bbi wWas 2004 cor 9 % atl

Dacen

at December 31, 'npdmd te}

nse to increase in 2005,
of me

would negatively impact the Con W's inlerest expens
Company could alse experience Stcle bo:mwrzg
due to acguisitions or o investment activity,




TAXES

The worldwide income tax expense was 356.4 mitlion in 2004,
compared with \aC4 million in 2003 and $66.5 mitiion in 2002.

The effective tax rate was 19.3% in 2004, 21. C’xo in 2003 and
22.5% in 2002 "%”!uding the equity invaestment impairment
charge of $57.7 million). The decrease in the overall effective tax
rate in 2004 compared o 2003 was primarily due to the conclu-
sion of an IRS audit of the Company’s 1998-2000 tax returns in
the second quarter, which resuliad in an $8.0 million tax benefit,
The Company believes that its eﬁeonve tax rate on recurring
pusiress operations will be in the 22-24% range through 2007
/ith a potential increase of one percentage point in years after
OO/ due to the impact of the enaciment vf the American Jobs
Creation Act of 2004, In connection with the recent tax law
changes, the Company is assessing the new tax ruiss relating to
the repalriation of offshore earnings from its foreign subsidiaries
and it will take appropriate measures in 2005, In this regard, itis
(00 sariy 1o reasonably predict what steps the Company will take
and the corresponding impact 1o the Company's financial state-
ments in 2003,

LIQUIDITY AND CAPITAL RESOURCES

Ligquidity Working capital was $659.8 mitiion at Decamber 31,
2004, compared with $445.5 million at December 31, 2003. The
current ratio was 1 December 31, 2004 and 2003,
respectively. The working capital of the Compan
segments (Er Technologies, Process Tec;f'n‘]oioqw&
and Appeerance cmd Pe’fo‘ mence Technologlies) is not sutyjed!
to srgnm cant fluctuations from period to period. While these
! see experience some modest ssas
have a significant impacton t!
tal requirements. The working capital of the Mater
segment may vary due o the timing of me
monitored closely by senior management. ¥V
working capital nis cannot be readily pre
expecied that they will grow proportionally with
and sarnings of the technology segments.
Cash palances wers $126.2 million and $87.9 million at
December 31, 2004 and 2003, respectively. The majority of this
cash is heid by foreign subsidiaries, Whnrce conomica i
ble, the Company finances itg foreign subsidiaries locally, T"o
Company maintains cash pooiing systems among certain foreign
ns, mest notably in BEurope, that allow for effective inter-
subsidiary financing. itis not economic O pay down

sl 4 T
NG .o

v's technology

onality.
Weir over

enough io rking capi-

Services
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the Company’s debt dus to its long-term nature, therefore the
Con r*pa'“”(\,ma“‘ iy maintains arelatively high cash balance

s of Decarnber 31, 2004, the Company had two c*ommxttmri
revo%ws"sg credit facilities, a short-igrm $450 million, 364-day facii-
ity, expiring May 5, 2005, and a long-term $40C million, five-year
committed credit facility expiring in May 2008, On March 7, 2005,
od the above-mentioned committad credit
iliti sw $800 milion, five-year commitied credit facii-
ty, This facility is 1o be used for general corporate purposes,
including, without lirnitation, o provide liquidity support for the
issuance of commercial paper and acquisition financing.

The Company’s total debt increased to 8525.7 million at
December 31, 2004 from $488.8 million at December 31, 2003.
The percentage of total debt 1o total capitalizaﬁon increased to
27% at December 31, 2004 from 26% at December 31, 2003.

The increase in debst levels is primarily due to the 2004 issuance
b O 1
o in

of Japanese yven 11 bilfion notes bearing a coupon of 1
the private placement market. In addition to the low coupon rate.
these notes serve as an effective net investment hedge of apor-
tion of the GCompany's yen-denominated invesiments. Through a
public debt offering in May 2003, the Company issued $150 mil-
lion ot 10-vear notes. These notes mature on May 18, 2013 and
bear an interest rate of 4.25%. As discussed in Note 2,

ive Instruments and Hedging, sffec-
tively changed from a fixed rate debt obligation to a tioating rate
debt ebligation through the use of interest rate swap agreemants.

It 2004, the Company increased its existing $150 million shelf
registration to $450 million in order 1o increase the Company’s
ity to raise cash for general corporate purposes. The
Compeany maintains investment-grade credit ratings that it con-
siders imporiant for cost-effective and ready access (o the

capitai markets, Should the Company’s rating drop below invest-
ment grade, the Company would experience higher capital costs
and may incur difficulty in grocuring metals.

The Company's availaple caaf'w and unused committed credit
lines represent a measure of the Company’s short-term liquidity
position. The Company belisves that its short-term liquidity posi-
tion is sufficient to mest the cash requirements of Company.
in addition to the short-term liquidity, the Company’s investment
grade rating, $450 million shelf regisiration and access to debt
and equity markets are sufficient to meet the long-term liquidity
requirements of the Company.

Capital resources The Company's technology segments
represent the most significant internal capital resource of the
Compeny, The Company’s technology segmenis contain busi-
nesses that curre gengrate cash approximating earnings.

hese notes were

a




s evidenced by the comparison of depreciation and ameorti-
zation to capit f ase segrments. Cash flows from

the Materials Services ¢ nt tend fo fluctuate from period to

period due to the timing of m&atal contracts. In 2004, this segme

ar of cash, while WAES & mm'i {
cash. The “All OQther” ¢
turing operations, the S
corporate functions,
Technologi
0 generats

2003, this <:egm@r‘1t

rategic T
which ¢o
as group develops schnolog
re SOUrGes ofc

The variance In cash flows from operatir
occurred in the Materials Suwuw 8 ntang
in metal positions used to faciitat irernents of the Corz'marm
s metal customers and suppliers (see Note 24, "Supplementad
Information,” s Services variances). Current levels of
hedged metal obligations and commitied metal positions are
expected o prevail for at least the next year. Materiais Services
foutmeiy enters into a variety of arrangements tor the sourcing

metals, Generally, ransactions are hedged on a daily
{ses Nute 1, "Summary of Significant Accounting Policies,” for
further detail). Hedging is accompiished primarily through for-
ward, future and option contracts. However, in closely monitored
situations for which exposure levels have been set by senior
man mem»nt the Company. from time 1o time, holds large
unhedged industrial commedity positions that are subiect to
future mar:«m price fluctuations. These positions are included in
cmmitted metal positicns, along with hadged metat holdings.
he bulk ¢f hedged metal o b}ig&tions represent spot short posi-
ens. Cthert ciosely monitered situation s& positions
are hac.ged through forward purchases. Unless a forward
terparty falis (o perform, there is no price risk. In addition,
the aggregale fair value of Qerivatives in aloss position is reported
in hedged metal obligations (derivatives in a gain pesition are
included in committed meta! positions). Materials Services works
1o ensure that the Company and ifs customers have an uninter-
upted source of metals, primarily piatinum group metais,
d commodities markets around the
ignifican
that have

i and other
e Strateg

3 activities primarily

>
irefiects changes

for Materials

pasis

CouU

utilizing supply contracts o
world, Committed ; iong may includsg s
advances mads for the purchase of precious metals
vered to the Company but for which the final purchass
d. As of December 31, 2004,
;:&.;rf"‘asbd under a
contract fory vm”&: pr'w;enz)ﬂai price had heen paid was in
excess of the ar anced by a total of $48.8 million. As
aresult, this amount was recorded in commitied metal
t Decen 31, 2004,

and accounts payah

The Company's joint ver
adidi [ Company financing. These joint ventures returned
$21.5 mitlion of cagh 1o the Company in 2004. This | jed anet
$7.@ milion of rom the former Engelhard-CLAL
joint venture. Proceeds from this joini vor*mo are r*"foxpcmcr‘

10 be signific 2005, Proceeds fro

ftiongl

idating praceads fr

ntventiures
O million in 2605
cess fo debt and equity
tion, as a sourcs of cash.
193 1o nvest currently 1o deveiop future
solf-investment, alliances, licensing
pany
ment, &ché.? mike
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The Company conting
sources of cash throug!
agreements and acquisition. Notably, in 2004, the Co

[sTa's

invested $39.9 m' ion in research and develop
lion in capital projects and $68.6 million in acquisitions. Key
capital prOJef‘ts for 2004 include the expansion of an autocmotive
catalyst facili y in China, an expansion of poivolefin catalyst
capacity in Spain, a process mpuxe'reﬂ* project for the
petroleum refining catalyst busmcss nd & globa! information
technology project. Capital expenditures for 2005 are expected
tobe Qp'\*oxtmat@h B130 mitiion 1o $140 million, Acquisitions
in 2004 included $6.6 million for an operation that expanded the
capacity and giobal customer base of the Company’s temperatuire-
sensing business and :b 2 D million for the acquzcitsm ot Tt
Collaberative Group, Lid., including iis w ned subsidiary
Collaborative Laboratories, Inc. L Girer wmhcns the Company's
pmii‘éom inthe pcrsonﬂ? care markst. The Company actively pur-
es investment opporiunities that mest risk and return criteria

et b v senior management. The Company expects o find oppor-

fies in the future and will act upon these oppertunitiss
ooco;c:mgly, The Company has no sig sificant investment com-
mitments as of December 31, 2004 , the Company
racently announced an offer that transiates inio a purchase price
of£659n n to acguire 100% of Colaetica, S A., a French pub-
licly traded company serving the personal care markets.

If sources of cash exceed opportunities for investment,

the Comp am will return value o the shar@ woiderﬁ This is cone

HE
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ition
twune exXer-

4 of

idend

ng shares of too knet of steck op
cised. ,C\rxii{icmaﬁy inearly
Directors app increass in :quwtu
$C.11 per s mw 0 8012 per sh he Company expects 1o

find future investment opporiunities, and will be able to reduce

the future amount of shares purchased when this ocours.
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The following tableisar
further detail with regard to

pligations as of December 31, 2004 {the notes below provide

Payments Due by Period

CONTRACTUAL OBLIGATIONS

years

Shori-term borrowings $ 120 $ 120 3 - & - $ -
Accolinis payahle 375.9 37548 - - -
Other curent ligbilities 248.9 248.9 - - -
Ngec metal obligati 292.9 292.9 - - -
i udmg intorest payments@) £80.0 18.1 153.2 133.6 3751
139.4 224 32.0 260 53.0
-~ etal supely conlracts© 2,532.0 534.0 956.0 7300 252.0
61.0 56.6 2.2 22 -
cled on the halance sheet under GAAPE) 3209 371 31.0 252.8
$4,663.0 $1,620.8 $1.180.5 59228 $338.9

yiT: ‘f“u calculated u 04

Technglogies segment
ear are not inciuded in thess amounts.
;m-v- Dece wber 31, 2004 pricas for the varicus mietals

the

i Mermorthx
'becmountgrﬂlmt ninknum pumhw obliga
iisd fd(urr

3, these are notfi
s with s
ers tor raw material pu :ha a5 and warehousing- and transportation-refated costs.

e Note 18, "B “Hor further detail}, with

In the normal course of business, the Company incurs
obligations with regard to contract corr ory com- Rca Jlatxora S-K.
e and product performancs. Under certain clrcumstances
these cbligations are supported through the issuance of Eeﬁers CREDIT RISK
of credit. At December 31, 2004, the aggregate outstanding
amount of letters of credit supporting such obfigations amounted  The Company believes thati

pliar Q

ig fin

ncial instruments do not repre-

w$i1z4 n~|lhon of which $105.3 million will expire in less than sent a concentration of credit risk because the Company deals
one year, $7.0 mitfion will expire in two 10 three years and with a variety of major banks worldwide and its accounts receiv-
0.1 million will expire after five years. In the opinion of managse- Ne are spread among a number of major industries. customers

hic areas. A centralized credit commities reviews
actions aniqsk-mqnaom“mus LSS

ment, such obligations will not signific aftect the Company’s
financial DOS&I‘QH or results of operations as the Company anticl-
pates fulfilling its performance obiigations.

The Company has not engaged in any transaction within the maintained, In aadi*‘on lhe Company, thrnu h s crecit commit-
past 12 months, and has no agresment or other contractual iee and cmdx department, monitors the status of worldwide
arrangement, to which an entity unconsolidated with the accounis receivabie and the financial condition of Hs cusiomers

collections and o minimize losses.

o help er

Company is a party that would constitute an off-b

S
~



The Gompany may enter Into transactions in which it advances

nds after receipt of metal as provisional payment for the metal
which s 1o De ffllriif\/ priced under market-biased pricing formulae
tin a determination of that price. Hthe final price Is
less than the provisional price paid, the supplier e obligatec
10 returm
price {and the anticipated final price) selow the provisiona!
price, the Company is exposed 1o the potential craedit risk associ-
ated with the possibility of non-payment by the supplier, although
1o payment is due until after the final price is determined. As
of December 31, 2004, the aggregate market value of meta
purchased undsr a contract for which a provisional price had
pesn paid was in excass of the amounts advanced by a total of
B40.9 millicn. As a 'esult this amount was recorged in commit-
ed metal positions and accountis pavable at December 31, 2004,
nd ng current cradit risk exists.

that will rest

> difference to the Company. Thersfore, if the market

m,—v

COMMITMENTS AND CONTINGENCIES

For information about commitments and contingencies. see Note 2
“Environmertal Costs” and Note 22, "Litigation and Contingencies.”

DIVIDENDS AND CAPITAL STGCK

Common stock dividends paid were $0.44 per share in 2004,
0.41 per share in 2008 and $0.40 per share in 2002,

PERU UPDATE

Ses Note 22, “Litigation and Contingencies,” for a discussion of Peru.

SPECIAL CHARGES AND CREDITS

See Note 6, “Special C"a:aes and Credéts,” for a discussion of
the Company’s spsec

OTHER MATTERS

Ses No’
discu

ing Policies,” fora

gsion of

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Certain kay policles are explained below to assist in under-
standing the Com any's consolidated financlal statements.
Mare detalled expianations may be found elsewhere in the
Management's Discussion and Analysis of Financial Condition
and Results of Operations (MD&A} section and in the Notes 1o
Consolidated Financial Statements,

Sales A significant portion of consolidated net sales represent
the sale of platinum group metals o industrial customars who
buy the metals from Materials Services in connection with
products manuiactured by the Environmental and Process
Technologies segments. Accordingly, aimost all 1ese sales
are reported in the Materials Services segment, with alimited
amount included in E mental and Process Technolcgies’
reported sales. Becauss metal price leveis may vary widely,
there is no cor 1sé<‘tem relationship between consclidated sales

=]

Be urchase of spot metais often doss
not he subseguent sales to industrial
users eeds to hedge price risk, usually by
sefing {i.e., for future ﬁelwerw to investment-grade trad-
ing entities, industrial companies or o

ysical metal de

sy forward 1o balance the risk ;:»osztmn. Oihe
1o with Industrial customers, sales reiated 10
ing transactions are not included in reporied sales,
sy are nut mes mf“un,l inan indusiriai context,
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in its capacity as a distributor and materials service provider to

by taking closely monitored unhwedged positions as describec
below, Materials Services takes on the attributes of a dealer in
metals. Both spot metal and ¢
hedging {i.e., forwards, futures, swaps and options) are
fair value. The Company valugs platinum, palladium, gold and
silver based on the daily closing New York Mercantils Exchange
INYMEX] settlerment prices. There are no so-cailed “terminal’”
markets for rhodium, so the Company’s own published industrial
Builion (EIB} pricas are used. However, these are compare
other reference prices published in "Metals Week,” an independ-
ent trade journal, Values for base metals come from the closing
prices of the London Metals Exchange (LME).

In closely monitored situations, for which exposure levels and
ransaction size limits have been set by senior management, the
Company hoids unhedgad metal positions that are subject to
futurs market fluctuations. Such positions may include varying
levels of derivative instruments. At times. thase positions can be
significant. All unhedged metal transactions are monitored and
marked-to-market daily. This metal that has not been hedged is
therefore subject 1o price risk and is disclosed in Note 11,
“Commitied Metal Positions and Hedged Metal Obligations.”

The tair vaiues of Materials Services’ various spot and
derivative positions are included in committed metal positions
on the asset side of the consolidated halance shaet and hedged
metal obligations on the liakility side. The credit (performancs)
risk associated with the fair vaiue of derivatives in a gain
positicn is greatly mitigated through the selection of invastment-
grade counterparties,
Precious metals Most ¢f the platinum group metals used by
Environmental and Process Technologies to manufaciure prod-
ucts are provided in advance by the customers. The cusiomers
often purchase these meteis from Materials Services, but they
may also he shipped in from other scurces.

Certain quantities of precious metals are carried at historical
cost using the LIFO method. Because most of the metal was
acquired some lime ago, the markst vaiue of this metal, while

fluctuating from year o vear, has generally been substant

VAS

above cost. While this excess of market over costis usefulin
gvaluating the consolidated balance sheet from a credit per-
gpective, the annual changes are not reflected in the income
statement except to the extent that periodic liquidations of LIFO
lavers produce boeok profits. LIFO licuidation profils ars sepa-
rately disclosed and not included in the operating earnings of
tie technoiogy or Materials Services segments.

Provision for environmental remediation As addressed in Note 21,
“Environmental Costs,” the Company is currently preparing, has
under review, or is impi ing environmental investigations
and cleanup plans at several currently or formerly owned and/or
operated sites, In addition, 13 sites have been identified at

vhich the Cornpany believes liability as a potentially responsible
party is probable for the cleanup of contamination and natural
resource damages resulting from historic disposal of hazardous
substances allsgedly generated by the Company, among others.

The Company conducts studies, as well as site surveys, i

determine the extent of environmental damage and to determine
the necessary requirements o remediate this damage. These
studiss incorporate the analysis of our internal environmental
staff and consultation with legal counsel. From these studies and
surveys, a range of estimates of the costs involved is derived and
a liability and related expenses for environmenial remediation is
recorded within this range. The Company's recorded liabitities for
these issues represent its best estimates of remediation and
restoration costs that may be required to comply with present
laws and regulations. These gstimates are based on forecasts of
future direct costs related to environmental remediation. These
estimates change pericdically as additional ¢r better information

w

becomes available as {o the extent of site remediation requirsd,
if any. Certain changes could occur that would materially atfect
the Company's estimates and environmental remediation costs
at known sites. If the Company discovers additional contamina-
tion, discovers previously unknown sites, o becomes subject
to related personal or property damage, the Company could
incur material additionai costs in connection with its environ-
mental rernediiation.

The accrual for envircnmental cleanup-related costs reported
in the consolidated balance sheet at December 31, 2004 was
$18.1 million, including $0.1 million for Superfund sites. These
amounts represent those undiscounted cosis that the Company
believes are probable and reasonably estimable. For the year ended
December 31, 2004, cash paymenis for environmental cleanup-
related matters were $1.3 million. Based on currently available
information and analysis, the Company's accrual represents
approximately 37% of what it believes are the reasonably possi-
ble environmental cleanup-related costs of a noncapital nature.
The gstimate of reascnably possitle costs is less certain than the
prababie estimate upon which the accrual is based. If the highest
imate from the range {based upon information presently avail-
able) were recorded, the total estimated liability would have
increased by $32.7 million at December 31, 2004, Based on
axisting information and currently enacted environmental laws and
regulations, cash payments for environmental cleanup-related




matters are projecied 1 ba $1.4 million for 2005, which has
already been acorued. Furthe : Company anticipates that the
amounts of capiialized environmental projects and the expense of
environmental compliance will approximate current levels,

Goodwill As of December 31, 2004, the Company had $330.8 mil-
hm‘ hased on n‘npair‘m festing in 2004, is not
AL No., 142, "Goodwill and
Aw%’*ts the Cornpany comy palrment test
of gouawm annually, or more fzex.;u@n S OF Cir-
cumstances change that would mor
srting units below th@-ar carn
impairment test requires the Company 1o s nmarﬂ the fair vaiues
: orting units, which is dons by using a discounted f‘asl's
fiow modsl. Significant estimates used in the Company's

ounted cash How model include future cash fiows and
long-term rates of growth of iis reporting units and a discount
rate based on the Company’s welghted-average cost of capita
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fair vaiue of it 10
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Assumptions used in determining future cash flows include cur-
rent and expected market conditions and future sales forecasts.

lis attributable

carrying values
ne use of different
of pradictable

1 How model

Approximately 83% of the Company's good
to reporting units with fair values that excesd
of the reporting units by a substantial margin.
Pot\"FCier and aasumofmnu withir
ocossibitities, employed in the disc
measures the fair v ing units, wauid not be
expected to result inan irnpairmentr fgoodwill, The remaining
7% of the goodwill resides in reporting units with fair values that
modestly excead the carrying values of the reporting unit
uge of different estimates and assumptions employed in the dis-
courted cash How model that measures the fair value of these

reporting units could result in an impairmen
However, the maximum value exposed to changses in estimates

and assumptions, based upon the current range of predictable
possibilities, is $22.0 million. Included in this amous
fion of goodwilt acquired with the industrial products business
within the Environmental Technclogies segment and $4.C million
of goodwill related to two acguisitions that provide minarais-
based products within the Appearance anc
Technclegies segment.

Certain long-lived assets i1 accordancs with SFAS No. 1
‘Accounting for the impairment or Disposal of Long- Lvr—\‘
Assets,” the Company reviews its property, plant and equipment
for impainment whenever events or circumstances indic
that theirca r\'mg amo unt may not be, recoverable. i npaur ment

,«

i
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yingh
undiscountsd cash flows is less than the carry

value, an

i Other

rrymg:; vai of the aeset. Sagm-
ficant assumptions used in ﬂve Com w's unciscounted cash
flow model include future cash flows atiributed 1o the group of
sject o the img {and the
used. Assump-

3 future cas "‘k, ve include current and
iHons and future 28 forecasts. The use
nptions within the Company's

fresult in undiscounted cash

of the Comy,

1S ﬂ"u;-an f‘.he curr
thereby requiring the need to compare the carryir
tharfaxrvasues. The use of different estimates or assumptions
when determining the fair vaiue of the Company's property plant
and equipment may resuit in different values for our pro;oerty,
plant and squipment, and any related impairment charges lalsc,
see Environmental Technologies MD&A outlook sg.cticm on
page 39, and Appsarance and Performance Technologies MDA
cutiook section on page 42).

in order o provide kaolin-based

customers and the i’rocwo Techn

f ]O\NQ. fow

0 values 1o

rroducts to the Company’
iogies segment, th

Company engages in kadlin mining operations that are inte
grated into the manufacturing processes. The Company owns

taining kaolin deposits on a long-term basis,
S Not own any mining reserves or conduct any
m, paliadium oroth@r
includes exploration. topso
on of kaciin and the ¢ wbbe—
quent reclamation of mi swd areas. ()ertam mining process costs
ized and expensed by the Company over the life of
imated mineable raserves. The guality and quan-
tity nf"ihes& mineable reserves are estimated by use of mapping,
rilling, sempling and assaying that are standard evaluation
methods generally accepted by the minerals industry. Cther esti-
mates considered in the svaluation of the estimated mingable
eserves include long-lterm demand forecasts and the impact of
future reguiaiory changes. Areduction in the estimated quantity
of kaolin deposits of 10% would result in an increase of annual
amortization expensea of less than $1
Provision for income taxes As of December 31, 2004, net d >
tax assets arg approximately $102.4 mitlion. The Company deter-
mines its current and deferred taxes in accordance with SFAS
No. 108, % 1 for income Taxes.” The tax effect of the
reversal of 1’a>< o‘nfesrenoe scorded at rates currently enacted
sh it opsrates. To the extent that tem-
tax benefit, the Company
of their reversal, and whether taxable

and leases land con
The Company does
mining eperations wi
metals. The kaclin minin
overburden

and o

ACCoUntis

he‘tmi’ G«




icient 1o fully recog-
pany. The future impact

2Nt assumptions andsor estirm
number of scenarios

oparating income in future peri
nize any deferred tax assets of t?,f Com
on sarnings from using differe

cannot be reasonably guantifiec
and variables that are pres

As of December 31, 2004

WA

B8

a Company had approximately
$315.5 miltion of ¢ g loss carryforwards
expire at various intervais between 2006 and 2023, The probabil-
ity of not being abie to utilize these operating loss carryiorwards
3 low under a wide range of scenarios.

Itis the Company's policy o establish reserves for taxes that
may beceme payable in fulure vears as a result of tax examina-
tions, The Company establishes reserves for faxes bas
management’s assessment of tax exposures under applicable
accounting pringiples and pronouncements. The tax reserves
are analyzed on a quarierly basis and adjustments are recorded
as svents occur that warrant changes 1o individual exposure
items and t¢ the overall tax reserve balance. The Comoa“v is
udited by the Internal Revenus Service (IRS) and the
various foreign and state tax authorities in the jurisdictions in

which the Company doss business. The (RS has examined the
Company's tax returns through 2000. As of December 31, 2004,
the Company has recorded an appropriate reservs for exposures
it has determined are probab
Pensions and other postretirement/postemployment costs The
Company's employee pension and other postretirement/
postemployment benefit costs and obligations are dependent
on itz agsumptions used by actuaries in calculating such
amounis, These assumptions includs discount rates, salary
growth, expecied returns on plan assels, retirement rates,
mortality rates and other faciors. The dru,om it rate assumption
refiecis the rale that the liabilities could be settled on the meas-
urement date of September 30th. The Company based this
discount rate on investment yields available on AA-rated corpo-
rate long-term bond yields. The duration of the AA bonds closely
maichss the duration of the Compa oility. The
salary growih assumptions reflect the Company’s long-term
actual experience, the near-term outlock and assumed infie

The health care cost trend assumplions are developed based on
historical cost data, the near-term ouwtlock and an assassment
likely long-term trends. Retirement rates are based primarily on
actual plan experience. Mortality rates are based on published

a. Actuel results that differ from the Company's assumptions

are accumulated and amortized over futurs periods and, there-
fore general tv affect recognized exper“ and recorded

d upon

regularly au

's PQ"SWON lia

jeves
ifferences

in actual experience or significant changss in assumptions
would affaect pension and other postretirement/postarmployment
benefit costs and obligations.

The (,omparw has determinad that its net pension cost
projec 0 b approximately $32 million in 2008, compared io
$26 rniHir:m in 2004 and $21 million in 2003. Based on a review of
the current environment, the Company has lowered its domestic
and foreign long-term rate ofreturn assumptions used in deter-
mining net periodic pension expense from 10% and 8.43%,
respectively, in 2002 10 8% and 7%, respectively, in 2004 and
2003, The Company has further lowerad the domaestic return
assumption 1o 8.80% for 2005, A 1% change in the long-term
rate of return assumption would increase or decreasa net peri-
cdic pension expense by approximately $6 million in 2005, The
Company lowered its domestic and foreign discount rates for
determining net pericdic pension expense from 6.75% and
5.77%, respsctively, in 2003 to 6.25% and 5.50%. respectively, in
2004, Further adjustments are being made in 2005 to lower the
domestic rate to 6.00%. This adjustment reflecis industry trends
and the current interest rate environment. A 25 basis-point

increass in the discount rate would decrease pension expense

by approximately 82 million in 2005 and decrease the 2004 pro-
jected benefit obligation {FBO) by approximately $25 mitiion,
A 25 basis-point decrease in the discount rate would increase
pension expense by approximately $2 million in 2005 and
increase the 2004 PBO by approximately $25 million. The
Company used September 30, 2004 as the measurement date for
its assets and liabilities. Assets on this date were $567 million.
The value of the assets increased to $897 million at December 31,
2004, Had December 31, 2004 assets been used to determine
2005 net periodic pension expense, 2005 pension expenss
would have decreased by approximately $1 million. The
Company expects its postretirement/postemployment benefit

sts to be $11 million

o

FORWARD-LOOKING STATEMENTS

This document contains forward-looking statements within the
meaning of the Private Securities Litigation Reform Act of 1895
These statements relate to analyses and other information that
are based on forecasts of future results and estimates of amounts
not yet determinable. These statements also relate 10 future
prospecis, developments and business sirategles. These forward-
looking statements are identified by their use of terms and phrases
such ag “anticipate,” "believe” "¢ imate,” “expact”

"plan,” "predict,” "project,” "will” and similar terms
and phrases, including references to essumptions. These

“intend.” n




forward-looking statsmants
internal and external, that may cause the
sctivities and

sks and uncertaintes,
: Company’s actual futire
gitferent from

VoI I

results of operations o be materially

thf,sr; suggested or describad in this document.
Internai risks and uncertainties that could cause actual results

to ciffer mate

L

joyd

rialty and iy impact the Company include:
The Company’s ability to achieve and execute internai business
plans. The Company is cur y engaged in formal productiv-
ity improvement plans in its Appearance and Performance
Technologies and Environmental Technoiog 5 that
are expected (o have v impact of
to achie stones would negatively Impags
Company. The npany is also engaged in growth initia
in ali technology segments, led by the Strategic Technologies
group. Fafiure to commercialize proprietary and other tech-
iogies or to acquire businesses or iicensing agreements to
serve targeted et wouid negatively impact
the Company.
Future divestitures and restructurings. The Company may expe-
rience changes in market conditions that cause the Company
to consider divesting or restructuring ions, which could
impact future earnings.
The success of research and development activities and the speed
with which regulatory aumoriza‘éiens and product launches may
be achieved. The Company’s future cash flows end upon th
creation, acquisition and commiercialization of new techv ologies.
Manufacturing difticulties, property less, or casuaity loss.
Although the Company maintains business interruption insur-
ance, the Company is depen on the eperating success
of its manufacturing facilities, and doss not maintain redun-
dant capacity. Failure of these manufacturing facilitiss wouid

HE

25 segme!

T one
oRe

e

dentupo

cause short-term profitability losses and could damags cus-
tomer relations in the long-term,
Product quality deficiencies. The C umaa“;} prociucts are gen-

C
eed upon with cur
d nega-

araily sold bassd upon specifications agr
cusiomers, Failure 1o meet these specifications
tively impact the Company,

The impact of physical inventory losses, particularly with regard
to precious and base metals, Although the Company maintaing
preperty and casually insurance, the Company helds large
physical gu ies of precious and base metals, often for the
account of third parties. These quantities are ¢t o loss

coul

by theft and manufacturing inefficiency.

Litigation and legal claims. The Company is current
invario isputes, Unfavorable resolutio
outes would negatively impact the Company, Stit i unidentifisd

future legal claims couid alson “’uve!vw‘p act the Company.

S

tions that could cause acti
negatively impact

Q@

Contingencies related to actual or alleged environmental contami-
nation to which the Company may be a party (see Noife 21,
“Environmental Costs,” as well a3 the section above).

Exposure to product liability lawsuits,

External risks, uncertainties and changes in market condi-

val resuits to differ materially and

6 Company includs:
Competitive pricing or product development activities affecting
demand for our products( The Company operates in @ number
of markets where overcapacity, iow priced foreign competi-
s‘acﬁor%: creale a situation where competitors
compete for business by regucing their prices, notably the

< paper market, some effect plgments markets, the cok-
orant market, certaln chemical process markets and certain
components of the mobile-source snvironmental markais.
Overall demand for the Company’s products, which is dependent
on the demand for our customers’ products, As a supplier of
materials to other manufacturers, the Company is dependent
upon the markets for its customers’ products. Additionally, tech
nological advances by direct and not-in-kind competitors
could render the Company's current products obsolste.
Changes in the ssivency and tiquidity of our customers. Although
the Company believes ii has adeguats credit policies, the
creditworthiness of customers could change.

Fluctuations in the supply and prices of precious and base metals
and fluctuations in the relationships between forward prices io
spot prices. The Company depends upon a reliable source of
in the manu

precicus metals, used
itself and its customers, These precious m
ufsupp\iers De

uid impa Vh

are sourced

mietals
crease in the availability

from g limited number
of these precicus metals ¢
the Company.

A decrease in the availability or an increase in the cost of energy,
notably natural gas. The Company consumes rmore than 16
mitlion MMBTUs of natural gas annuaily. Compared to othsr
scurces of enargy, natural gas is subject to volatility in avail-
and price, due 1o transportation, processing and

ge requirements.

& profitability of

stora
The availability and price of rare earth compounds, Ths

cduced in

ny Uses certain rare sarth compounds, o
limited locations worldwide.

The availability and price of other raw materials. The Company’s
producis contal e ) ials for which

inc
impac

abroad ar
r deoreases in availal

8ases in pri ce

e Company,




The impact of increased employee henefit costs and/or the result-
ant impact on employee refatiens and human resources. The
Company employs over 8,000 employses worldwide and is sub-
ject 1o recent trends in beneft costs, notably medicai benefils.
Higher interesi rates. The majority of the Company’s debiis
exposed to shari-term inferest rats fluctuations. An increase
inlong-term debt rates would impact the Cory
currentlong-term debt instruments mature, ©
requires additional fong-term debt.

Changes in foreign currency exchange rates. The
uiarly enters into transactions denominated in foreigy
currencies, and accordingly is exposed w changes in foreign
currency exchange rates. The Company's policy s to hedge
the risks associated with monetary assets and liabilities
resulting from these transactions. Additionatly, the Company
has significant foreign currency investments and sarnings,
which are subject to changes in foreign currency exchange
rates upcn translation into U.S. doliars.

Geographic expansions net developing as anticipated. The
Company expects markets in Asia to fue! growth for many
served markets. China's expecied growth exceeds that of
most developed countries, and failure of that growth to mate-
rialize would negatively impact the Company.

Econemic dowaturns and inflation. The diversity of the Company's
markets has substantially insulated the Company’s profitabii-
ity from economic downturns in recent years. The Company is
exposed to overall economic conditions.

increased levels of woridwide political instability, as the Company
operates primarily in the United States, the European community,
Asia, the Russian Federation, South Africa and Brazil. Much of
the Company's ideniified growth prospects are foreign mar-
kets, As such, the Company expects continued foreign
investment and, therefore, increased exposure 1o forsign
political instability, Addition the woridwide threat of terror-
ism can directly and indirectly impact the Company's foreign
and domestic profitability.

The impact of the repeal of the U.S. export sales tax incentive and
the enactment of the American Jobs Creation Act of 2004. The
Corpany is in the process of assessing the npact of

thess acticns.

Government legislation and/or regulation particularly on environ-
mental and taxation matters. The Company maintaing
manufacturing facilities and, as aresult, is subject 1o environ-

the Cormpany

omnany 1eg

mental laws. The Company will be impactad by changes in
these laws. The Company operates in tax jurisdictions
throughout the world, and, as a result, is subject lo changes

in tax laws, notably in the United States, the United Kingdom,

Germany, the Netherlands, italy, Switzerland, France, Spain,

South Africa, Brazil, Mexico, Ching, Kerea, Japan, India

and Thadand.

o A slowdown in the expected rate of environmental requirements,
The Company's Environmental Technologies segment's
customers, and 1o a lesser extent, the Process Technologies
sagment’s cusiomers, are generally driven by increasingly
stringent environmental regulations. A siowdown or repeal of
regulations, could negatively impact the Company.

Investors are cautioned not 10 placs undue reliance upon
these forward-looking statements, which speak anly as of their
dates. The Company disclaims any obligation te update or revise
any forward-icoking statements, whether as a result of new infor-
mation, future events or otherwise.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk sensitive transactions The Company is exposed
to market risks arising from adverse changes in interest rates,
foreign currency exchange rates and commaodity prices, In the
normal course of business, the Company uses a variety of tech-
niguss and instruments, including derivatives, as part ofits
overall risk-management strategy. The Company enters into
derivative agreements with a diverse group of major financial
and other institutions with individually determined credit limits 1o
reduce exposure to the risk of nonperformance by counterparties.
Interest rate risk The Company uses a sensitivity analysis to
assess the market risk of its debt-reiated financial instruments
d derivatives. Market risk is defined here as the potential
hange in the fair vaiue of debt resulting from an adverse move-
ment in interest rates. The fair value of the Company’s total deb
was $520.8 million at December 31, 2004 and 8482.2 million at
December 31, 2003, based on prevailing interest rates at thosa
dates, A 100 basis-point increase in interest rates couid result in a
reduction in the fair value of iotal deht of $13.6 milion at December 31,
2004, compared with $14.7 miliion at December 31, 2003.

The Company aiso uses interest rate derivatives o heip
achieve its fixed and floating rate debt obisctives. The Company
; has twointerest rate swap agreements w

PS
o

ith a totel

notional value of $100 million maturing in August 2008, three

i a total notional valus of

$150 million maturing in May 2013 and two interest rate swap
agreements with a total notional vaiue of $120 millicn maturing in
June 2028. Thase agreements efiectively changs fixed rate debt
obligations into ficating rate cbligations. The total notional values
and maturity dates of these agreements are egual 1o the face val-
ues and the maturity dates of the related debt instruments,

intergst rate swap agreements w




In March 2004, the Company entered into an additional interest
rate derivative contract. This derivative, referred {o as a Forward
Rate Agresrment (FRA), economically hedged
interest rate exposure for the May 15, 2004 LIBOR rate reset under
anre '\t1f13r'*foref%ta;‘?c swap agreement. This FRA is marked-
to-ma 7 058 being ted in earnings,
004, the Company enterad into two additional FRA
contracts, which @conombailyh@dgc ﬁ»mtf’msf raie exposure
for the December 1, 3
interestrate s
the gain/los: :
In January 2008, the Company entered into two additional FRA
contracts, which economically hedged its interest rale exposure
for the May 16, 2005 and the June 1, 2005 LIBOR rate reset under
W pre-existing interest rate swap agreements, These FRAs ars
marked-to-market with the gain/loss being reﬂw'm in earnings.
Approximately 76% and 6% of the Company’s borrowings
had variable interest rates as of December 31, 2004 and
2003, !espectively
Foreign currency exchange rate risk The Company uses a varigty
of strategies. including foreign currency derivative conlracts,
to minimize or eliminaie foreign currency exchange ra
associated with its foreign currency transa
reiated transactions denominated in other than US
The Company uses a sensitivity analysis 1o assess the market
risk associated its foreign currency transactions. Market risk
is defined here as the potential changs in fair value resulting from
o8, A10%
et

he Company's

adin earrmgs,

\.c!im metal-
. dollars.

ctions, ing

tr

an adverse movement in foreign currency exchange ral
adverse movement in foreign cur

+

rency rates could resultinan

ss of $18.5 million at December 31, 2004, compared with
.7 million at December 31, 2003, on the Comparny’s forsign
currency deriv Jve«:orﬁ*aacs How vo'smc@i e Company

fimits the use of foreign currency derivatives to the hedg 'ﬁq of
contractual and antt tpatec | foreign currency payables an
receivables, N fair value for those instruments gewer&%!y
wouid be offset b 1 the vaiue of the underiving payable
or receivable.

A 10%

et in foreign currency rates could
’es;uit in anunre i loss of $69.8 ion at December 31,

2004, compared %G: million at December 31, 2003, on the
Company's net investment in forsign subsidiaries and affili
However, since the Company views these investiments as long
term, the Company would not expect such a gain or loss ic be
e near

ales,

realized

Commodity price risk In closely monitored situations, for which
SXPOSUTS 8 and iransaction gl its have been set by sen-
ior rz'xar]agerrw‘st the Company, from time 1o time,
unhadged industrial commiodity positions that are subject to
3t price fluctuations, Such positions may inciude
levels of derivative commaodity instruments, All unhedged indus-
trial commodity transactions are monitored and marked-to-
market daity. All other industriat co ty transactions are
hedgsd on a daily basis, tuture, option or sw.
contracts to substanti XD0SUTS 10 Prics risk,
These positions are also marked-to-market dai
The Company performed a "value-at- r&k anaiysis
I-re 1 conunadity agsets
risk” calculation is a statistical model that uses hist
and voiat edict marketriskon a one~day émerva!
with e 95% confi ience level. While the "value-at-risk” modsis are
relatively sop , the quantitative information generaied is
limited by the nformation used in the calculation. For
example, the voiat tinum and paliadium markets in
2001 and 2000 was much greater than historical norms. There-
ore. the Company uses this model only &
risk management 100!s and not as a subst
and judgment of senior managems
gxtensive knowiedge of the markets ano‘ adjt
revise strategies as the ﬂwarkpt change. B

holds large,

Z1avigle

4
=

using forward,

on all of

rical o or

datato pre

Ly

c*a\-re!aed comim odztv ”sseis dr‘:d
rage of the “value-at-rigk”
nd close for sach of the

Cow hany
The (,f"rpann
the unhed !
purchase of natural g t*at
pmcuc\b As of Decemb er
roxirately 30% of i
2005). At Decermnber 31, ¢
the: price

posed to commodity price risk on

natural gas purchases related 10 its
usedinthe W‘an*'f@,t
2004, the Co

;iz ina decr'ezac.i
7 miliion for the vear end mq
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ahars ampuis) 2804 2002 2002 e 2000
Net sales $4,165.4 $3.714.5 $2.753.6 $5,096.9 $5,542.6
Net zarmings{! 2355 2342 171.4 2256 188.3
Basic earmings per shars! " 1.91 1.87 1.34 1.73 1.33
Diluted sarnings per shara(t! 1.88 1.84 1.31 1.71 1.31
Total assets 3,178.6 2.933.0 3,020.7 29955 31688
Long-term debt 513.7 3806 247 8 237.9 2488
Shareholders’ equity 1,414.3 1.285.4 1.077.2 1.003.5 874.6
Cash dividends paid per share 0.44 0.41 0.40 0.40 0.40
Return on average shareholdars” equityi 17.4% 19.8% 168.5% 24,0% 20.5%

{1} Nat earnings in 2004 inclisde the
to the Cor“oany 3 fax

~he

CHEArge X

NASG

eI

Nots 6, S
Nat ear

i Cradits,
cluda spacial and of
Jjusu buUsiness uni

200

yc‘"ameuorvu G million for a veristy
W net gaing of $12.9 mition on saes of in

ions” (see Note 4, "Accoou

nvestmer

n related 1o the adoption of Statement of Fin

ali de w-loﬁcf »’IU’J FPower I”c
ion pian and a $8.8 millic

nent raached with the Internal Revenus Servics with respect
n of certain nmanma”’urinr} oparations 10 impravs efficiency

nd C‘mdns,’fm
(sea Note 4,

ancial Accounting Standards (SFAS) No. 143,

g for Agset Retirement Obligations,” for further detall):

2004 2003 2002 2601 2000
accauning principle $235.5 $236.5 $171.4 $225.6 $168.3

$235.5

$168.3

mings per share - basic:
Earnings tefore cumulative effect of a change in accounting pringi; $ 1.9%
Cumlsti ¢t of g change In accounting principie, net of tax -

w
-
~i
o)

H

51733

Earnings per share - hasic $ 1.91

(2]
—
.
w2

$ 1.33

iiuted:

Earnings par share —

Earnings bafore cumulative effect of a change in accounting principle $ 1.88 $ 1.86 $ 1.51 $ 171 $1.31
Cumulstive effact of & change in a::cauming principie, net of tax - {0.02) - - -
Earnings per share — diluterd $ 1.88 $ 164 $ 13 $ 1.7t $ 1.3

PRO FORMA AMOUNTS ASSUMING THE PROVISIONS OF SFAS NO. 143 WERE APPLIED RETROAGTIVELY:
2004 2003 2002 2607 2000
Net sarnings before cumuiative effact of ahha'ue in accounting principla $235.5 $236.5 $225.0 $167.8

Hasic earrings per share before cumulative affect 1.91
Dilited earnings per share before cumulative effect 1.88

1.89
1.88

1.73
1.70

SELECTED FINANCGIAL DAT
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First
Guaner

2004
Net s

$1,040.0 $1,107.8 $1,002.0 $1,016.4
Gross profit 159.4 169.7 168.9 171.8
gs hefore income taxes and cumulative effect of a change in accounting pring 84.5 76.9 75.7 747
50.3 68.0 59.1 58.1
0.41 0.55 0.48 0.48
0.40 0.54 0.47 0.47

3 8304 § 5294 § 9154
Gross profit 149.6 162.9 1541
Earnings hetore Income taxes and cumulative effect of a change In nting pringi 77.2 635 751 78.8
Net earnir 58.7 540 53.8 6837
Basic sarnings per share before cumulative effect of a change in accounting prir .46 0.43 1
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o
o
[eeo T vin B e

iy n in in O

o

rnings per share before cumulative effect of a change in accounting i (.46 0.43
s per share 0.44 0.43
Fgarnings per share 0.44 .43

<o
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&
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5
o
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the Internal Rg

Rasults in the second guaiter 20 xncluce EREVEVEY fit of 88,0 million yesulting from an agresmant reached v
1o the Company’s tax returns for 1988 th
ssults In the fourth quarter 2004 mﬂludn @
fcisney wr! a cradit of $1.3 millicn

'u*ﬂ er det

51 (B4 1 milticn rtaxj resulting |
5 related to the reversal of priery

rEove

iy
Cre

n after taxd for the falr value

ulls in the second guarter of
facilities that the Compan
The abo

o a (‘hmg- of $7.8 mitlion
s Of producr’

S

ac, T

viof the guarters may not equal the f

@ calculated
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Year ended December 31 {in thausands, except per-share amiountsh

2004

2003

2ose

$4,166,420
3,486,605

o
>

)
J

a{
3y

14483
080,408

§

3,753,571
3,089,806

Gross profit
b"lllﬂg, administrative and oier exp
e {oredit), net

669,814
391,031
5,304

534.085
364.490
(11.978)

653,765
350,137
(7.862)

Opﬂratmc nings
Equity in earnings of 8
i 'umentimga' nent

interest expense

273479
37,582
(663)
5,205
(23,704)

281,573
38,368

4035
{24,330)

311.490
16.207
(57.704)
(6,659)
1,968
(27,378)

Earnings hefore iscome taxes
Income tax expense

291,889
56,371

300,646
64,154

237 924
66,516

Net garpings before cum
Cumudative effec

235528

236.492
269)

('/

171,408

Net garmings

$ 235528

234,223

171,408

8 1.91

$

1.89
10.02)

$ 1.91

1.87

Cumulative effeci ol a change in accounting princlp

$ 1.88

1.86
{0.02)

—t

Earnings per share — diited

$ 1.88

1.84

1.4

;l:verage nuimber of shares outstanding - basic

123,155

125.359

128,089

verage number of shares auistanding — diluted

125,350

127 267

130,450

Notes 1o Const d Financial Statements

CONSOLIDAT
OF EARNINGS
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2004 2003

Assets

Cash and cash equivalert $ 126,229 § B7.889
’% ece vab net of -cmam:)ﬂel of $12,411 and 311,566, respectively 410,382 400,043
; 457,570 350,162
453,637 442,787
135,631 112,678
1,589,448  1,383.560
ments 178,160 158,664
nerty, plant and equipment, net 911,028 880,822
330,798 275,121
ats, net and other nonsurrent assets 168,156 224,838
$3,178,592  $2,533.003

Liabilities and sharehoiders’ equity
Short-tarm borrowings $ 12025 $ 63275
ACSounis n:=yah1-e 375,820 296,979
Hedged Higations 292,880 285,821
Cther current liab 248,872 286,940
Total current liabilities 929,667 248,018
Long-term debt 513,680 390,565
320,933 308,024

1,764,280

Shareholders’ equity

Preferred stock, no par vaiug, 5.0 ized but unissued -

Compmon stock, es authorized and 147,295 sh 147,295 147,285
Addig 34,334 28.75
Hel HNgs 1,800,531 1,519,
Treasury stock, et cost, 25,392 a {572,815) 1492,
cumulated ollwer conp 4,967 {15,
' 1,414,312 1,285,
$3,178,592 $2933,0

\TE
HEETS

LANGE

ENGELHARD CORPORATION
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Ya3r

d Decernber 21 (in thausands)

2004

2003

Cash fiows from operating activities
et earnings
Adjustments to raconcile net earnings 1o net cash provided by operating activities:
Depreciation and depletion
Amortization of intangitile assets
Loss on investment
Equity reaults, net of dividends
Equity investiment impairment
Net change in assets and
Materials Services related
All other

$ 235,528

124,851
3,736
663
(16,038)

(31,566)
6,107

~
124315
3357

(14,805

107590
(46,596)

$171.408

110.676
2,886
6,650

(12.279)

04

(&34

~i

—J

{26.26%
{4,732

Net cash provided by operating activities

323,381

405,984

306,053

Cash flows from investing activities
Caphtal expendituras

Proceeds from sals of nveatments
Acquisitions and other investmenis

{123,168)
1,988
(68,640)

{113,557
5,651

(113,309

{7.606)

Net cash used in investing activities

(189,820)

(107,900

120.915)

Cash flows from financing activities

Proceeds from short-tarm borrowings

Repayment of short-lerm borrowings
1g-term debt

ance of long-term deb

 of ireasury stock

Cash from exercise of slock options

(56,250)
73)
108,669
(113,027)
24,420
{54,281)

284,283)
{184
150,204
119.568)
32,880

264,155
{304,457

{148)

133,643
48,781
51,492)

Net cash used in financing activities

(80,542)

Effect of exchange rate changes on cash

(4,679)

Nat inorease in cagh
Cash and cash equivalents ar heginning of year

38,340
87,889

39,643
48,246

n

Cash and cas a end of year

$ 126,229

$ 287889

§ 48,240

See accompanyt

1 Notes to Consolidatsd Fnancig! Stetements.

CONSOLIDATED STATEME

0F CASH FLO

ENGELHARD CORPCRATION




CED p8r-share amounts)

Balance at December 31, 2601 $0132.009)  $1,003.506

Comprahe

171,408

netof tax
e & Income

Comprel re' 1sive income
denids ($0.40 par share} (51,492

Treasury stock a d 43 133,543
Stock bonus and o pt ion plan fransactions 13,498 71 70,464
Batance at December 31, 2002 147,295 20,878 1,436,637 {412,451 115,180 1,077,167
Comprahiensiva income j
Nat earnings 2342 234223

Other ¢

Cash

i nri \tr ant
/ L netof ax

89.311 93.311
Com Drct‘er s income . :
$0.41 par st B1,576) {81,576

Tm st 0K ;

{114,568)
Stogk ! DO. us ard option plan transactions 5,880 45,842
Balance at December 31, 2003 147,295 26,758 1,619,284 1,285,308

Comprehensive income |

Net aar 235,528 $235,528 235,528

(1,569)
iustmant 38,748
ent, net of tax {18,008)

20,846 20,846

"omm—“!-enwe [igtealhs 4
Dividends (50,44 per share) (54,281} {54,281)
Treasury stock acy: {113,027} (113,027}
Stock Bonus and option plan transactions 7,578 32,268 39,847
Bajance at December 31, 2004 $147,295 $34,334 $1.800,531  $(572,815) $ 4967 $1414.312

to Consolidated Financial Statamants.




1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of consslidation The accompanying consoli daT
financial statements include the accounts of Engsihard
Corporation and its majority-owned subsidiaries (collectively
referrad to as Engethard or the Company). All significant inter-
company transactions and balances havs been eliminated
sclidation.
Reclassifications The prior year presentation of the "Consolidated
Statements of Cash Flows” has bean changed to conformto the
current year presentation. Specitically, “(Decreaselincreass in
hedged metal obligations” has besn reclassified from “Net cash
used in financing activities” to “Net cash provided by operating
ctivities,” and is included in the “Materials Services related”
. The effect of this reclassification to "Net cash provided by
opeum g activities” is a decreass of $225 million and an
‘ease of $3.8 million for the years ended December 31, 2003
and 2002, respectively. The effect of this reclassification to
“Net cash used in financing activities” is a decrease in 2003 and
an increase in 2002 by eguivaient amounts.
Use of estimates The preparation of financial statements in con-
formity with accounting principles generally accepted in the
United States reguires management o make estimatas and
assumptions that affect the reported amounts of assets and lia-
ies and disclosure of contingent liabilities at the dale of the
inancial statements and the reported

inoon
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expenses during the reporting period. Actual resulis could differ
from those esti 8.

Cash and cash equivalents Cash equivalents include all invesi-
ments purchased with an original maturity of three months or less.
Inventories fnventories are stated at the lower of cost or market.
The elements of inventory cost include direct labor and materials,
variable overhead and fixed rmanufacturing overhead. The
majcrity of the Company's physical metal is carried in committed
metal pfﬂs tions at fair vaiue with the remainder carried in inventory
ai histericai cost. The cost of owned precious metals included in
inventory is duo nined using the last-in, first-out (LIFO) method
wventory valuation. The cost of other inventories is principally
cetermined using the first-in, first-out (FIFQ) method.

Property, plant and equipment Property, plant and equipment

are stated at cost. Depreciation of buiidings and eguipment is
provided primarily on a strai ine basis over the estimated
useful lives of the assets. Buildings and building improvemenis
are depreciated over 20 years, while machinery and equipment is
depreciated based on lives varying from 3 1o 10 years. Deplstion
of mineral deposits and deferred mine development costs is pro-
vided under the units-of-production method. When assets are
scld or retired, the cost and related accumulated depreciation

is removed from the accounts, and any gain or loss is included in
earrings. The Company continually evaluates the reasonable-
ness of the carrving value of its fixed assets. If the expected
future undiscounted cash flows associated with these assels

of




s are written down
S8 COStS are expensed

their carryi
value. Repal

are less
to thelr fai
as incurred,
Intangible assets dentifiable | gible assets
and trademarks, are amortized umngthr.mrm
over their estimated useful lives, which range from 4 10 15 years,
In accordance with SFAS No. 142, "Goodwill and Othaer Intangible
Assets” geodwill and other infangible asssts vite
useful ives are not amortized, but are fested for impairment &
ast annually,

The Company

wch as patents

hat have inde

continually evaluales the reasonablensss ©

the carrying value of its intangible assats. For ifs identitiable
intangible assets, an impairment would be recogni 2

expectsd future undiscounted cash flows are less than their car-
rying amounts. For goodwill and other intangibie asseis that have
indefinite useful lives, an impairment would be reco gnuzad ifthe
carrying arnount of a respective reporting unit exgeeded the fair
vaiue of that reporting ,,mt
Committed metal positions and hedged metal ebligations Cormmit
ted metal positions reflect the fair value of the long spot metal
positions {other than LIFC inventory} held by the Company pius
the fair valug ofcontracts that a sition underiaken
© ecenomically hedge price exposures. Bacause most of the
spot metal has been hedged th oug“forﬁafdffutuma les or other
derivative arrangements {e.q., swaps), it isreferred to as bemg
“cormmitted,” although the physical metal can be used by
O mpany until such time as the sales are setiled. The portion of
etal that has not pean hedged and, therefore, is subjectic
e risk is cdiscussed be ow and disclosed in Note 11,
“Commitied Metal Pasitions and Hedged Meial Obligations.”
The bulk ¢f hedged ﬂetcl cbligations represent spot short
positions, Gther than in the closely monitored situations noted
erf‘w, these positions are hedged through forward purchases
it invesiment grade counterparties. Unless a forward counter-
party faiis to perform, thereis no price risk. In addition, the
aggregates fair value of derivatives in a logs position is reported
in hedged metal obligations {derivatives in & gain pesition are
ncluded in cormmitted metal positions),

For the purpose of determining whether the Company
net spotiong or short position with respect to a metal, purch
ntities received for which the Company is not exposed o
market ;}rice risk {hecause of provisional rather than final pricing;
are considered acomp it ofits tpositic

To thea extent matal prices ncrease subse P10 & spot pur-
chase that has been hedged, the Company will recognize a gain
as aresuit of mar wtal 1o mar hilg at the same
time recogn > fair value of the derivative

rein ana f\p‘

d Ld

-

sedd

&

instrument. Asno 2 fair value of derivatives
in aloss position is classified as part of hedged metal obligations
at the balance sheet date be se the Cornpany has incurred a
liability to the counterparty. Should the & occur and metal
prices decrease, the resuliant gain on the derivative will be offset
aganst the spot loss within commitied metal positions.

Both spot metal and derivativ ruments used in hedging
{i.e., forwards, futures, swaps and oplions) are stated at fair

i Hevant ii‘sté?:d market prices are ot avallable, fair vaiue
vant factors, i;v\éuding dealer
atio different market
inciuding markets jocated In different geographic areas, A;’“/
ginvalue, whethe of unrealize recognized as
ustment 1o cost of sales in the period of the change.

monitored situations, for which exposure levels and
size limits have been set by senior mmagement the
@o*mpf-my holdou hedged metal positions that are subject
future market fluctuations. Such positions may include varying
levels of derivative instruments, At times, these positions can be
significant, Allun hoc ed metal transactions are monitored and
marked-to-market daily. The metal that has not been hedged and
is thersefore sub;ect to price risk and is disclosed in Note 11,
“Committed Metal Positions and Hedged Metai Obligations”
Environmental costs |1 h@c» dinary course of buemess like most
other indus

reve

o2 quotuﬂum and p

rreaiized

cl gly m

r'ﬂ tate, ivC:l ar d fmpsgn environmental laws
: s made provisions for the estimated finan-
cial ampa 2t of envirornmental cleanup-related costs, The Company’s
policyist orue for environmen taicleanup~related costsoia
m,mapnai nature when those cosis are believed 1o be probable
and can be reasonably estimated. Emum wrr*a'%aiceanuuca. is
are deemed prebable when litigation has commenced or a claim

or an assessment has heen asserted, on asedo available
information, commencement of litigation or assertion of a

or an assessment is probable, and, bas
mation, itis probabie that the oulcome
Or assess! {oe unfavorabl

mentai ex

a¢ on available infor-
ofs

Twl

=24

OEUTES reQuirss an assess!s

ed 10 specific s
‘ugatvon, prefiminary findings andthe ie
remediation of settlement. For ¢e e Company
axpects to share costs with other parties. The Company does
not include anticipated recovaries from insurance carrisrs or

other third parties in its accruals for environmertal §

3 Involv
'iiam matters




Revenue recognition Except for bill-and-hold situations discussed

below, revenues are not recognized on sales of product uniess
the goods are shipped and title has passed 10 customer,
Sales of product inciuds sales of catalysts, plgments, perform-
ance acdditives, sorbents and precious metal sold to industrial
cusiomers. Ravenues for refining services are recognized on the
contractuatly agreed settlement date. In imited sifuations, rev-
enue is recognized on a bill-and-hold basis as title passes to the
cusicmer before shipment of goods. Thess bill-and-hold sales
rrse@?ihecw-urld of Staff Accounting Bulletin No. 104, "Rey
Recogniti
and-hoid basis were approximately $15
December 31, 2004, $19.4 million as of December 31, 2003 and
331.0 million as of Lecember 31, 2002, With regard 1o the balans
classified as bill-and-hold sales, the Company has collectad

$10.8 million of the outstanding balance as of March 1, 2008,

Ihe Company accrues for warranty oosis, sa
other allowances, based on experience and other reigvant fac-
tors, when sales are recognized.
In accordance with Emerging Issue

“Accounting for Shipping and Handlin

&

or revenue recognition. Sales recognized ona
B mion as of

les returns and

sk Force EITF 0010,
Fees and Costs!” the
shipping and
nandling fees as sales in the Company's "Consolidated
Statements of Earnings.” Costs incurred by the Company for
shipping and handiing fess are reporied as cost of sales.

Sales and cost of sales Some of the Company's businesses use
precious metals in their manufacturing processe
als are included in sales and cost of sales if the metal has baen
supplied by the Company. Often, customers supply the precious
metals for the manufactured product. In those cases, precious-
metals values are not inciuded in sales or cost of sales. The mix
of such arrangements, the exient of markcﬂprt% fluctuations
and the generai price level of platinum greup and other metals
can sighificantly atfect the reported lavel of sales and cost of
sales. C,onsequently, there is nc direct correiation between year-
tc-year changes in reported sales and cperating earnings,

In addition to the cost of precious melals recognized as rev-
snues. cost of sales includes all manufacturing costs fraw
arials, direct iabor overhead). Cost of sales a
shipping end handling fees and warranties.

For ali Materials Services activities, a gain or less is recorded
as an element of cost of sales hased on changes in the market
vaiue of the Company’s positions.

Selling, administrative and other expenses The selling, administra-
tive and other expensses line item in the "Consolidated
Statements of Earnings” iIncludes management and administrative

Company reporis amounts billed to customers for

s. Precious met-

aise includes

compensati
informa

on, research and development, professional fees.
on technology expenses, travel expenses, administrative

el expenses, sales COMmmIssions and iNsurance expenses,
Income taxes Deferred income taxes reflect the differences
hetwesn the assets and liabilities recognized for financiat
reporting purposes and amounts recognized for tax purposes.
Deferred taxes are based on fax laws as currently enacted.
Equity method of accounting The Company’s investments in com-
penias in which it has the ability to exercise significant influence
over operating and financial policies, gensrally 20% {0 50%
owned, are accounted for using the equity method. Accordingly,
the Company’s share of the earmings of these companies is
included in consolidated net income. Investments in nonsubsidiary
companies in which the Company does not have significant influ-
ence are carried at cost,
Foreign currency transiation The functional currency for the
majority of the Company’s foreign operations is the applicabls
local currency. The translation from the applicable foreign cur
rencies to U.S. dollars is performed tor balance sheet accounis
using current exchange rates in effect at the balance sheet date
and for revenue and expense accounts using an appropriate aver-
age exchange rate during the period. The resulting translation
adjustments are recorded as mpenent of shareholders’ eguity.
Gains orlosses resulting f'om fﬂr gn currency transactions ars
included in the Company’s “Consclidated Staterments of Earnings.”
Stock option plans The Company adopted the discicsure provisions
of SFAS No. 123, "Accounting for Stock-Based Compensation” in
1985 and adopted SFAS No. 148, “Accounting for Stock-Based
Compensation — Transition and Diaclosure. an amendment of
Financial Accounting Standards Board (FASB) Statement
No. 123 in December 2002. The Company has applied the
intrinsic-value-based method of accounting prescribed by
Accounting Principles Board Opinion (APB) No. 23, "Accounting
for Stock Issued to Employees,” with pro forma disclosure of net
income and sarnings per share as if the fair-vaiue-based method
prescribed by SFAS No. 123 had been applied. In general, no
compensation cost related ic the Company’s stock option plans
is recognized in the Company’s “Consolidated Statements of
Earnings” as options are issued at market price on the date of
grant. See *New Accounting Pronouncemenis” below for infarma-
tion relating 1o SFAS No. 123(R), "Share-Based Payment.” which
was issued by the FASE in December 2004,

Had compensation cost for the Company's stock option plans
been determined based on the fair vaiue at grant date consistent
with the provisions of SFAS Ne. 123, "Accounting for Stock

63




the C

RBased Gompensation,”
ings per share would he

Company’s net sarnings and sam-
nas follows:

PRC FORMA INFORMATION

2004

rifions, except per-share dala)

$235.5

ander fair—'\
net of tax

“d@g aarEngs ~ pro forma

Hgs pu g

t:xaseﬁ' method for all awards,
{6.8} { .
$§228.7 %2284 B1B54

13re;

$ 1.81
1.86 1.82 1.29
4

>
.
&
<3

as reported
- e Torma

aried 1.88 1.5 1031
1.82 179 1.27

Research and development costs Research and deveiopment
costs are charged to expense as incurred and were $09.9 million
in 2004, 383.1 million in 2003 and $88.2 million in 2002,
costs are included within selling, administrative and other expenses
in the Company’s "Consclidated Statemenis of Earnings.”

New accounting pronouncements In December 2004, the FASE
issued SFAS No. 123(R), "Share-Based Payment,” which re

Thess

(s

P

SFAS No. 123, "Accounting for Stock-Based Compensation,” a2
supersedes APE Opinion N, 25, "Accounting for Stock lssued

25 APE O
to Employees” SFAS No. 1283{R; requires compensation costs
relating to share-based payment transactions, including grants of
employes stock options, be recognized in the financial stats-
ments based on their fair values. The pro forma disciosure
oreviously permitied under SFAS No. 123 wilt no longer De an
acceptable astema-N e reroqmtgcn of expensesin ihp financial
staternents. SFAS No. 123(R) is effective as of the beginning of
the first repor'tmg neriod that begins after June 15, 20u:>. The
ompany currently measures cornpensation costs related to
share-based payments under APB No. 25, as allowsd by SFAS
No. 123, and provides disclosure in the notes io fi anma( state-
ments as required by :i’/\% No. 123, SFAS No. 123(R) provides
for two transition &l s Maodified-Prospective transition
and Modified-Retrospective transition. The Company is currenily
on alternatives. Depending on the method

ssen, the Company expects the impact in 2605 to be approxi-
Jy 3003 t0 $0.00 par share.

In Decembsr 2004, FASE issued SFAS No, 183, “Exchanges
of Nonmonetary Assels — an amsndmeant of APB Opinion
No. 297 This statement amends APB Opinion No. 29 1o slir

the exception for nonmoenatary exchanges of similar productive
assets and replaces it with a general exception for exchanges
nenmenstary assets that de not have commercial substance. A
mrwrwomf'=*\ 2xGhe 3“ has commercial sul ,stanc«, &fth@ future

manetary ass
after June 15, "C( Arxoptsor‘ )fth%s’ g ,‘
1o have a material impact on the Company's results of operations
oy financial condition.

In December 2004, the FASE issued FASR Staff Position
(FSP) No. 10841 to provide guidan sation of SFAS
No. 102, "Accounting for income Taxes” to the provision within
the American Johs Creation Act of 2004, enacted on October 22,
2004, that provides tax reliefto U estic manufacturers.
The Fx,e’ states that t “D many <’ deduction provided for
spcoai deductionin
x rate reduction,

ce on the appi

accordance with SFAS No, 108 and a

In Bacember 2004, FASE Staff Position {FSF’,
"Accol
Repa
of 2004" was issued, prov:dmg guidan
"Accounting for Income Taxes” for recording the potential impac
of the repairiation provisi e American Jobs Creation Act
of 2004, enacted on October 22, 2004, FSP No. 108-2 allows
time beyond the financial reporting period of enactment to evalu-
ate the effects { the Act before applying the requirements of
FSP No. 108-2. Accardingly, the Company is assessing the new
taxrules 'piatw*g o i:he» repatriation of offshore earnings from

ssid s and it will take appropriate measures in

reaso&ab%y oredict what steps the
q:’d and he corresponding impact

n 2005,
&d ': FAS No. 181, “Inventory
Costs ‘mAfne'“dmont ofARB !\a -‘w Chapter 47 i
accounting for abnonm ty expense, freight,
handiing costs and wasted material. &m No. 151 requires that
these items be recognized as current-pari ; sgardless
of whether they meet the “so abnormal” ¢ in ARB
No. 43, In additio ste i requires that allocation of fi
production overhsads 1o the cosis ¢ asad on the
normal capacity of the produg ities. This statement is
sffective for inventory costs Incurred during fiscal years begin
ning afier June 15, 2008, Adoption of
sxpecied to have a material impact on the Company’s
of operations or financial condition,
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&
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In May 2004, the FASE issued FASB Staff Position (FSP)
¢, 108-2, "Accounting and Disclosure Requirements Related (¢
the Medicare Prescription Drug, Improvement and Moderaization

Act 0f 2003, This FSP supersedes FSP No. 108, "Accounting
and Discic 5 Related 10 the Mec

Prescription Drug, Improvemeant and Modernization Act of 2003.°
The Company had made a one-time election under FSP

No. 106+ to defer accounting for the effects of the Act until
specific authoritativ n as issued on how to account for
the federal subsidy. FSP No. 106-2 providss guidar
accounting for the effects of the Act, and reauires employers
sment prescription drug benetits to ma

arding the effect of the federal subsidy

2ased on areview of the Company’s current
! and consultations with its actuaries, the Company
beligves that its postretirement prescription drug benefits are
actuarially equivalent to Medicare Part D and that it will qualify
for the federal subsidy. As aresult. the Company early adopted
the provisions of FSP No. 108-2 as of the quarter ended June 30,
2004 and has incorporated the required disclosure provisions
into these consclidated financiai statements.

In December 2003, the FASE issued SFAS No. 132 {revised
2003), "Employers' Disclosures about Pensions and Other
Fostretirement Benefits,” an amendment of FASE Statements
No. 87, 88 and 108, This statement revises employers’ dis-
closures about pension plans and cther postretirement benefit
plans. It doss not change the measurament and recognition of
those plans required by FASE Statements No. 87, 88 and 108,
This statement refains the disclosure requiremenis contained in
the original Siaternent No. 132, i requires additional disclosures
about the assets, obligations. cash flows and net periodic benefit
cost of defined enefit plans and other defined bensfit post-
rgtirement plans. The Company has adepted this statement and
has incorporated the required disclosure provisions inic these

consolidated finangiai statermnents.

>

2. DERIVATIVE INSTRUMENTS AND HEDGING

lance

The Company reports all derivative instruments on th
sheet at their fair ve

contracts and interest rate derivatives are recordsd withi

“Other current asseis” and *Other current liabilities” linss on
Company's "Consclidated Balance Shests.” Changes in the fair
veiue of derivatives designated as cash flow hedges are initially
recorded in accumulated other comprehensive income and are
reclassified to earnings i the period the hedged lem is reflecied
in earnings. Changes in the fair vaiue of derivatives that are not

B

&, Forsign exchange contrac

3

designated as cash How hedges are reported immediafely in
sarnings. Cash flows resulting from derivatives accounted for as
cash flow or fair value hedges are classified in the same cate-
gory as the cash flows from the underlving transactions.

in order o manage in a manner consistent with historical
processes, procedures and systems and to achieve operating
gconomies, certain economic hedge transactions are not desig-
nated as hedges for accounting purposes. In those cases, which
primarily relaie to precious and base metals, the Company will
sontinue to mark-to-market both the hedge instrument and the
relatad position constituting the risk hedged, recognizing the nat
affect in current earnings.

The Company documents ali relationships between derivative
instruments designated as hedging instruments and the hedged
items at Inception of the hedges, as well as its risk-management
strategies for the hedges. For the years ended December 31,
2004, 2003 and 2002, there was no gain or loss recognized in
earnings resulting from hedge ineffectiveness.

Foreign exchange contracts The Company designates as cash
flow hedges certain foreign currency derivative contracts which
hedge the exposure to the foreign exchange rate variability of the
functional-currency equivaient of foreign-currency denominated
cash flows associated with forecasted sales or forecasted pur-
chases. The ultimate maturities of the contracts are timed fo
coinclde with the expected occurrence of the underlying fore-
casied transaction.

Far the years ended December 31, 2004, 2603 and 2002, the
Company reported after-tax iosses of $1.5 mittion, $1.7 million
on, respectively, in accumulated other comprehen-
sive income relating to the change in the fair value of derivatives
designated as foreign exchange cash flow hedges. It is expected
that cumulative losses of $1.5 million as of December 31, 2004
will be reclassified into sarnings within the next 12 months. There
was no gain or loss reclassified from accumulated other compre-
Ve income inte earnings as a result of the discontinuance of
cash fiow hedges dus o the probability of the original forecasied
transactions niot occurring. As of December 31, 2004, the maxi-
mum length of time over which the Company has hedged its
eXposure 1o movem in foreign exchange rates for forecasied
transactions is 12 months.

A second group of forward contracts entered into 10 hedge the

exposure to forsign currency fluctuations associated with certain

it

value of these
nexchange

s for accounting purposes. Changes in the fai
re recordad in earnings offsetting the forelg

food
(9]



into contracts that ars
mo*cot aportion of it expe-
modity prices. These contracts
gruzuea(.i as natural gas and

sUre *o e
,It;rsmarziy r@izne to derivatives des
kel cash flow hedges. The te maturities of the contracis
are timed 1o coincide with the expected usage of these cornmodities.
For the year ended December 31, 2004, ths Company
red an after-taxioss of 80.3 million in accumulated other
2 mcome reiezfsmg to the change in the fair value of
srivatives desig
Company
inaccumul
December !
the cum mm:on as of Lecem. et J 2004
pe reclassified into sarnings withis next 13 months, There
was NG galn or 0ss reclassified from accumuiated other compre-
nensive income info earnings as a result of th@ discontinuance of
h flow commodity hedges due to the probability of the origi-
ted transactions not ecourring. As of December 31,
ngth of time over which the Company
commodity p

naee

{

nie

ive !O)Q of 803

23
=

nal forecas
2004, the maximum
hedged its expos

casted a“sactio% 8

rices for fo

ure o movemsnis in
15 months.

ruments is discussed in Note 1,
ting Policies,” under Committed
e al Poomﬁm and ﬂfacwd Metal Obligations. 1o the extent that
the maturitias of these instrume matched, the uumrun;
ma-y be expoced to market risk. This ex;v SU

arer

"‘Commitiad Metal Positions and Hedged Meta! O ltqqtnom i3
Interest rate derivatives The Cﬂ,

tixed and fioat nq rate d bt oL ctives. The Comp
has two interest rate swap agresments with 2 iotal notional value
of $100 mitlion maturing in August 2008, three interest rate swap

agresments with & total notional valus of $180 million maturing in
May 2013, and two additional interest rate swap agreements with
a total notional value of $120 million maturing in June 2028,

se agreements effectively change fixed rate debt ehiigatio
into fleating rate debt obligations. The total notionaiv

aluss and

maturity dates of these agresments are equal to the face valuss
and the maturity dates of the related debt instruments. For these
fair value hedges, there was no gain or loss recognized from
hedged firm commitments ne longer qualifying as fair value
hedges for the years ending December 31, 2004, 2003 and 2002.
In March 2004, the Company eniered into an addition
rate derivative contraci, This derivative, referred o as a Forward
Rate Agresment {FRA), economi dged the Company’s
interesi raie wpuwe for the May 15, 2004 LIBOR rate reset

rterest

s ng raflected in earnings.
InJune 2004, the Com into two additional FRA

contracts, sconomically hedged the Company’s interest

rate exposure for the December 1, 2004 LIBOR rate reset under a

pre-existing interest rate swap agresment. This FRA s ﬂ"a!]/e

to-markat with the gain/loss being reflected in earnings.

Net investment hedges Company issued two tranches [onein

whiche

April 2004 and oneg in August 2004) mfﬂve»-year term, 5.5 billion
Japaness yen notes (c;‘ wproximately $50 million each) with a
coupon rate of 1.1%. These notes are designated as an stfective
net investment hedgu of a portion of the Company’s ven

dencminated investrents. As such, any foreign currency gain
and losses resulting from these notes are accounted for as a

component of accumulated other comprehensive income. As of
$ﬁ million, relating to the mark-to-

December 31, 2004, aloss o
market of these notes, ha
comprehensive income.

been recorded in accumulated other

;_\w
U)

3. GOGDWILL AND OTHER INTANGIBLE ASSETS

identifiable intangible assetls, such as patents and irademarks,
are amortized using the straight-line method over thsir ct(mated
usefullives, which range from 4 t¢ 15 years, Goodwill and other

intangitie assels that have indefinite useful lives are not amor-
tized, but are tesied for impairment based on the specé'{ic
guidance ¢f SFAS No. 142, "Goodwill and Gther Intangib
Asgzets.” The Company did not recognize an impairment ioss as a
result of the impairment testing thal was completed in 2004,
2003 and 2002,




The following information relates to acquired amortizable intangible assets:

fir: miilions}

As of December 31, 2004

Ag of Dacember 31, 2003

Gross
carrying amount

Accumulated
amortization

Gioss Accumulated

J.amaunt dinertization

i

Acquired amar ngible assals

ysal

mints
licanses

$22.2
180
9.1

$ 63
6.3
3.5

%207 $ 45
17.9 4.7

[=<
o
NG
v

37 23 37 2.1
Tolz $54.0 $18.4 $50.9 $13.9

The accumulatsd amo etebalanceas e
of December 31, 2004 has increased in excess of the yearly SUCCE
amortization expense dus 1o the impact of forelgn exchange rate

ation of intangible ass

stimated aggre
eding years is as f

atio

2210

gate amortiz
WS!

changes. The increase in the gross carrying amount balance as ESTIMATED ANNUAL AMORTIZATION EXPENSE:

n expense for each of the five

of December 31, 2004 also refiects this impact, |

with indefinite useful lives, and thus not subject 1o amortization,
as of December 31, 2004 and 2003, are $1.8 million. Total accu-

mulated amortization for goodwill and other intangible assals 5006
S il ; - - . <UU

amounted to $83.9 million and $80.2 million at Dacember 31, oy
X . .. . . . . uuy

2004 and 2003, respectively. As of December 31, 2004, the Sons

Ulg

o>

[FER TR SOR IS I 1
>

[ws}

P

(O3 3]

ilions}

Balance as of January 1, 2003 3130
Goodwill additions -

Foreign clirrency transtation adiustinent

02
Other 0.5
7

Balance as of December 31,2003 1 HUSS 153.4 .5 275.1

3.
Goodwill additions 6.0
Forelgn currency transtation adjustment 0.7
(ther ~

a7 _4{"{1}
17
©7

- @7

Balance as of December 31, 2004 $20.4

$201.8

$0.5 $330.8

{a) Goodwill addit of $47.4 writlion relates 1o the CGomp:
La vrigs, Ing.. during the third quarter of 2004, Tt
acuuired. The Compar

sition of The Collaberath
amiount represents the excass of

is completing 118 review and determination of these fal

it

wrice paid over the fair mark 1¢
o thus the allocation of the purchase price s subjeot te re

16 of the n

~I



4, ACCOUNTING FOR ASSET RETIREMENT OBLIGATIONS igque combination of technical capatiiities bringing togsther
CE EX] tve's

s capab wd in- ohp*h technical-application

fears, Thr transaction strengthens the

2rials technology
¥'8 : panding the

t, the Company engages in kao nm ming opﬂratf one, The /s capabi imr,s into the growmq market for perform-

ing process includes expleration, topsoll and over- ance-based, skin-care materials and applications. The resulis of

assel retirement obligations primarily relate fo
ions ofits A p@ara ice and Performance

burden removal, exiraction of kaodlin and the subsequent ations of this acquisition, integrated into the Appearance and
mciama*ion of mined areas. The Company has & legal obligation Performance Technologies 2, are included in the accom-

to reciaim minad areas under state regulations. Prior 1o adoption panying consolidated fi ézm,:ai staterments from the date of

of BFAS Ne. 143, *Accounting for Asset Ret bilgations,” acquisition. A portion of purchase price has been allocated to
the Company expensed reclamation cosis as the mined areas assats acquired based on their fair values, w & remaining
were reclaimed. balance was recorded as goodwill. Pro forma information is not
At January 1, 2003, the Company re%qwaﬂmro i provided as the impact of the acquisition does not have a mate-
ameunis for existing asset retirement obligation liabilities, assc- rial effect on the Company’s results of operations, cash flows or
ciated capilalizabi cost. angd accumuiated deprpcsazzon. “financial position,
.7 million $2.3 million after tax o in April 2004, the Company acguired Platinum Sensors, Srl

$0.02 per share on a diluted basis) was recordsd on Jﬂrzuarv 1 a worldwide developer and manufacturer uf tfemperature-sensing

\E

2003 as the cusmlat ve effect of an accounting change. Fro techs W@-“g!@u for approximately f’ s acguisition
forma net income and diluted earnings per share as if the mo /i strengthens the Company's leading po sitic rintemperature
sicns of SFAS No. 143 had bheen adopied on January 1, 200 sensing by expanding the Cormpany's technology-development
exciuding the cumuiative effect of an accounting change, for the  capabilities and geographic reach. Platinum Sensors is based
twelve-month pericd ended Decermber 31, 2002 ars $170.8 mik- in Rome, Italy, and also has facilities in Singapore. The resuits of
lionand $1.31 per share operations of this acquisition, integrated into the Environmental

The following te
sset retirement obiigation |
December 31, 2004 and 2003:

‘;reprezsem the change inthe Co Technologies segment, are included in the accompanying con-
¢ for the years ended sciidated financial statements from the date of acquisition. A
paortion of the purchase price has been allocated to assets acquired
based on their fair values, while the remaining balence was
recorded as goodwill, Pro forma information is not provided as the
impact of the acquisition does not havs a material effecton the
$10.5 $ - Company's results of operations, cash flows or financial position,
- A in November 2002, the f,,ompa-m, dC"]U!!’e’“‘: nfﬂteain operating
agsets of Shuozhou Anpeak Kagslin Co., Lid., ina-ba e'd Bro-

2004

s § H

‘=a Mo :*h period endad Degember 31 1.2 2.0

ducer of caicined kaolin produc oforapu@xwr“' y on.
Agoretion expense 0.6 18 This acquisition enhan-*cs the Company's ability to provide
Payments (1.5} { specialty mineral technologies to Asian market and was
Asset retirement obligation at end of year $10.8 recorded under the purchase method of accounting. The results

1 the Appearance
inthe

of opsrations of this acquisition, integrated in
;Q’.}le': segment, are mc%uci;, ;

4

5. ACQUISITIONS

InJuly 2004, the The Collaborative Group, [0 asse quired based on their adrrvah,xe:;s, whheth-:, remaining
Lid., including its y’own@d subsidiary Collaborative vasrecarr}@das gondwill. Pro forma information is not
Laboratories, Inc., a unique, high-growth company, locatec provided pecause the impact of the acquisition does not have a
uket, New York, that provides products and services fo the material effect on the Company's results of operations, cash

i and personal care industriss for approxime flows or financial position

. This acquisition aliows the Company 1o cre

pany acauired

3

)




6. SPECIAL CHARGES AND CREDITS
In the fourth quarter ot 2004, the Company recorded a net pretax
charge totaling $5.3 million (83.3 mitlion after tax} primarily related
to & management consolidation productivity initiative in the
Appearance an’* Performance Technologies segment, as well

as the reversal ear special charge accruals in the
Envuonmenwﬂe hwciogms seament and the "All Other” category.
The amount of the charge reported in the Appearance and
Pertormance Technologies segment was $6.6 million ($4.1
after taxi. Credit amounts of $0.2 miiion ($C.1 milfion ﬁémf‘ra\(,
and $1.1 milion ($0.7 miilion afier tax) were reported in the
Environmental 1ec. .;moanzs Qeqmer itand he O her” “Qiequ ¥,
raspectively.
{credit), net” iin :

In the Appearance and Perform.ance Tecmolog:es segment,
the charge of $6.6 million relates t© management’s consclidation
of certain manufacturing operations 1o improve efficiency at itg
Middie Georgia operations, which manufacture kaolin-based
products. These actions are cons with the Company's ongo-
ing efforts to simplify processing and manage product mix o
maximize p:oﬁ?e ity and growth opportunities. These actions

sguitedin the recording of & $1.3 miliicn emploves severance
charge and an impairment charge of $5.3 million for idled equip-
he employee severance charges related 10 the actua

n of 28 salaried emplioyeess. The actions undertaken by
the Company in relation (o this charge are subsiantially complete.

in the Envircnmental Technologies segmer
$0.2 million relates 1o the reversal of the re
ciated with the 2003 chargs resutting from the ¢l
segment's Coleford, United Kingdom ¢
The actions assoclated with this L,harg& were cem *Ie
end of 2004,

in the “"All Other” category,
the reversal of a portion of the remaining
the 2000 rge resulting from the Company’s
from its desiccant-based, climate
this credit amount, $0.7 m
sals due fo expiration of warrani
and Warranties”).

I 2003, the Company entered into a sattlement agreement,
releasing a claim the Company had brought against Rese
Corporation and Research Corporation Technole i
for payment of $38.0 million. Accordingly, t
a gain of $28.4 million §17.6 million after
of 2008, net of d the portion of g
to future royalties. This gain was included in the Coampany’s "Al

3 ior

isten

i, J‘)e oredt‘t of

, discu

decision 1o exil
control systems business. OF

fion relates to warranty r
s (see Note 7, "G

Ve rever-

antees

Other” category and in the “Special charge {credit), net” ling in
the “‘Consolidated Statements of Carnings”

Also in 2003, the Company recorded charges totaling
$8.7 miltion (5.6 million after tax} primarily related to a manage-
ment conselidation and productivity initiative in the Environmental
and Process Technologles segments and within the "All Other”
category. The amounts of $6.3 mitlion (§3.5 million after tax),
$2.8 million (1.6 million after tax) and $0.8 mition 0.5 million
after tax) were reported in the Environmental Technolagies seg-
meant, the Process Technologies segment and the "Ali Other”

category, respectively. These charges are incluc (,d inthe
"Special charge eredit), net” line in the "Consclidated Statements
of Earnings.”

e Environmental Technologies segment, the charge of
3 mitlion primarily relates to the closure of the segment’s
oleford, United Kingdom plant (82.8 miliien) and employee sev-
rance costs related to productivity initiatives ($2.5 mitlion).
‘he employee severance charges include an actuai reduction of
slaried and sight hourly empicyses. As a result of closing
plant, the segment has outsourced the canning operations

assoclated with this business. The closure resulted in an impair-
ment charge of $1.5 million to write down fixed assets and other
exit-related costs of $1.3 million. The actions related to this

charge have been completed.

e Process Technoiogies segment, the charge of $2.6 mil-
lion primarily relates ¢ employee severance and the termination
of an agency agreement asscociated with sales {0 the chamical-
rocess market. The empiovee severance charges relate to the
actual reduction ¢f 13 salaried employees. Selling activities
agsociated with the termination of this agency agreement will
be covered by the segment’s internal sales force. The actions
related to this charge have been compisted,
Al Other” category, the charge of $0.8

empicyee severance costs related to the actual reduction of
six sataried employees. The actions related to this charge have
been compiated.

in 2003, the Company recorded a charge of $7.8 million
{$4.8 million after tax) for the fair value of the remaining lease
costs of certain minerals-storage facilities no longer naeded
because of productivity initiatives. As of June 30, 2003, the
Com[' ny's Appearance and Performance Technologies seg-
ment had ceased using these facilities and, a-ccordinciv, a
provision for the fair v ing lease costs was reported
inthe “Special charge (credit) linein the “Conso et
Staternents of Earnings.”
in 2002, the Company recorded a charge of $3.1 miliion

($1.9 million after tax) primarily related to 8 manufaciuring

““’0532

«“
o
(923

o
:‘7
o 2

T

million wag for

alue of rem

3 net




@ ovarhag Oorn-,
sntal Technoiogios xf‘gm»"' Thiz charge includes
srite-offs of $1.7 million, empioyee severance costs of
$0.8 mitlion and other exit costs of $0.8 million related 1w the
olant closure. The employee severance chargas included the
acm.;al reduction of 43 salaried (‘mpiO\ /ees. The actions re
to this charge have be
Alsoin 2002, the P

rz‘y s

wories held in third-party we ehv
al charge recorded by the Company |
inventory loss of approximately $40 mitkon assc i
Fiti on inventory loss was

of 1998, the Comp
carriers and third parties
30, ?O"”

recor '\dm 10“% inthe first quar
recorded a recelvable from insuran
ed for approxi )
the Company had recovered $11.2

Cow‘pww received an additional S,s g.8mi at of 1c<*'a| foes,
srance setttemea reached in June. Accordingly,
sty recorded a gain of $11.0 mitlion ($6.8 million a
in the second quarter of 2002 in its Materials Servig

n Agofdune G

tor tax;

38 S Cg_, TN,

The following table sets forth the components of the Company’s reserves for restructuring costs:
RESTRUCTURING RESERVES
2004 Pee. 2003 2003 2004 Total
328 § - 586.1 $ $- §&7
Cash s 2.7 - {2.6) - 5.3
Provision 0.6 - 0.8 - 1.4
Balar Decamber 31, 2002 0.5 - 4.3 - - 4.8
Cash spending 0.2 (5.0 - (1.4 3.0 - 9.7
Provision 5.3 - 3.3 -
Reserve reversais 0.3 - - - -
Reserve reclasses - - - 0.8) =
Balance at December 31, 2003 - 0.3 - 1.8 B2 - 2.3
Cash spending - 0.2) {0.1) {0.6) - - 0.9
Provisior ~ - 13 - - - 1.3
Re - 0.1 - 0.2 0.2} - {¢.5)
Reserve reclasses - - - 0.3 - - e

Balance at December 31, 2004 § -~

[l
b
&%
i
<3
1
W
¢
-3

- $1.2 ]

7. GUARANTEES AND WARRANTIES

s, the Company incurs cbliga-
omple‘nom reguiatory sompliance
erformancsz U nder certain circumstances, these
Ot 3h the issuance of letters of
O he aggr e cutstanding amount
rting ouch ob% tions amounted to
hé %05,3 million will expire inless than one
ywill expire in two to three years and $0.1 mi
will expire after five years. In the opinion of managsement, such

Inthe normal course of busine
tions with regard to contrac
and product

~
-

> Company’s financial
w anticipates ful-

obligations will not signific
position or rasults of op
its performa:
pany accrues for anticipated product warranty
products. Accruals for & 'y
v of historical warranty
2. Adjustmants are
historical experience war-
y comprised of warranty
fthe Environmental

sartain
liabilities are recorded based upon ars
claims experience and other relevant ds
made 1o s claim data and
rant. The Cﬁmp y's accrual is primar
labilities within the non-awtomaotive bus

Tech nologies s segment.

accruais




The changes in the Company’s product warranty reserves
for the years ended December 31, 2004, 2003 and 2002 are

I the normal course of business, certain customers and sup-
pllers deposit significant quantities of precious metals with the

as follows: Company under a varisty of arrangements. Eguivalent quantitiss
of precicus metals are returnabie as product or in other forms,
2004 2003 2002 Matais held for the accounts of customers and suppliers ars not
refiected in the Company’s financial statements.
Raignce &t beginning of vear $10.0 . $14.7
Payments {4.5) @405 (101 9, PROPERTY, PLANT AND EQUIPMENT
Provision 5.4 2.3 11.4
Reclass of reservel@) - 0.8 —  Property, plant and equipment at December 31, 2004 and 2003
Reversal of reserve!) {2.2) 0.2 @y ( of the following:
Baiance &t end of year $ 87 $10.0 111
2004 2003
G0 2003,
aricl Disclosure Nqu!rmr“ernn{@ Guara Land 8 364 S 305

$0.€ milli

busingss
ibl In 2004, the L?d«’w;:am 1
‘able expert

an‘ bd;u(.
wlnm was provided i(‘r by the 4Ld~ S
Conipany reversed a 30,2 million wa
& warranty. in 200 .

8. INVENTORIES

Inventories at December 31, 2004 and 2003 consist of the following:
INVENTORIES
2004 2062
Raw materiais 31 37.5 Sj 213
Work in process 48.3 48.1
: wd goods 255.1 296.2
Precious metals 17.7 7.2
fal nventorles $459.6 34428

The majority of the Com sany's physical metal s carrisd in the
cemmitted metal positic ance sheet at fair value
with the remainder carried in the inventory line at historical cost.
The inveniory portion of precious metals is stated at LIFO cost.
The markei value of the precious metals recorded at LIFO
excesded cost by B73.1 million and §62.8 million at December 31,
2004 and 2003, respectively. Nat sarnings inciude after-tax gaing
of $1.8 million in 2004 and $3.1 milllon in 2003 and 2002 from the
sale of precious metals accounted for under the LIFO method

2835 264.5
17768 16548

Buitdings and building Improvements
Machingry & '\d sauipment

Congtruction in progress 59.7 81.3
Mineral deposits and mine developmeant costs 87.7 82.7
22541 21138

Accurmulated depreciation and dep!mon 1,343.1  1.2330
Property, plant sand equipment, net $ 9110 3 8808

Mineral deposits and mine development costs consist of
industrial mineral reserves including kaclin, attapulgite and mica.
The Company does not own any mining reserves or conduct any
mining operations with respect to platinum, paliadium or other
metals. The Company capitalized interest of $2.4 million in 2004
and $3.0 million in 2003 and 2002.

10. INVESTMENTS

The Company has invesiments in affiliates that are accounted for
under the equity method. These investments are N.E. Chemcat
Caorporation (N.E. Chemoat), Heesung-Engelhard, H. Driifhout &

Zoon's Edeimetaaibedrijen (HDZ), a former subsidiary of the
Engelhard-CLAL ioint venture, and Prodrive-Engethard. N.E.
Chemcat is a 38.8%-owned, publicly traded Japanese corperation
and a leading producer of auicmotive and chemical catalysis,
electronic chemicals and other precious-metals-based products.
Heasung-Engelhard, & 48%-owned joint venture in South Korea,
manufactures and markets catalyst products for automobiles.
HDZ is a 45%-0owned former subsidiary of Engelhard-CLAL,
which manufactured and marketed certain products containing

ious metals. Prodrive-Engelhard, a 80%-owned joint venture
in me United States, specializes in the design, development and
testing of vehicle emission systems.

-
=



2002, the Company recorded an impairmsnt charge of

n associated with its Engelhard-CLAL joint venture.
et 19, 2002, the Company and iis partner, Fi
formally agreed o adopt a plan to unwind their Parig-e ioint
venture, Engethard-ClL. L.T% Of\mmm\ received anbu’t;on
inihe formof cas

sy

$18.0 milion inthe fo

On Septer

v,mmmateiy
of the working cap-
sets and a cash

'atm(: as

A\ of P ecember "1 ’)O()S the Eng@zharcwL.Ai‘,,
substantially ligquidated. During 2004, HDZ and the remaining
Engelhard-CLAL assets were part uidated resulting in net
cash receive 'arvi 7.9 miflion,

The unaudied tinancial information below represents a
mary of the Company’s Engelhard-CLAL investment on a 100%
basis through 2003 and HDZ thereafter, unless otherwise noted:

Fow)

quity eamings of &

sum-

FINANCIAL INFGRMATION

2004

Zarnings data:
Revenue

$25.1  §127

w
&
&y
i
(o]
Ry &
w

Gross oroft 3.4 i 327
neor i i 1.0 10,1 {18.6
Net# 1.0 101 (18.6)
£ng - - B7.7
£ng 78 19.6 16

Balance sheef data:
Current assets
Noncurrent a5sets

8214 &
38

283

e )

Current liahilities 14.8 106 83.2
Noncurrent lighiti 23 -~ 36

-
[
G
(K3

i
=

Net assets
Engeihard's e

{a) Equity LOE

rEOrEsants pro-

~J

1304

The unaudifed financial information below represents an
Eleleitcint: the *..mpam nonsubsiciary affiliates, excluding
Engelhe rri CLAL, on a 100% basis, unless otherwise noted:

FINANCIAL INFORMATION

2004 2

$638.1 34833

1574 1381 1"9.7
g oparations 65.8 4384 332
65.8 434 332

s equily In rings 28.7 16.8 14

ot data;

Currert assets $4348 33451 33060
205.8 1983 182.6

165.8 125.6 156.8

55.3 51.5 247

419.5 366.3 308.1

?; wgellard's eqully investiment 171.0 152.5 126.8

The Company’s share of undistributed sarmings of affiliated

companies mciuczed inc

gsof $91.8
’)()u\; and 2002, fes;w“avﬁ v, Di
excluding procesds f
2004, $5

a0 COmpanies,
7 miflionin

Lwere $13
in 2002.

om Engal hd!(§

O mitlion in "C:}\Swd ,\3 am

associated with a non-equity
¢t the lower current
eloper Plug Power Inc,
nvestment was reduced 1o ifs estimate
rices. The Company considered
th< stermporary. This impairment
Company's "All Other” category and
went” in the Company’s “Consolidated
Staterments of Earnin In 2004, the Company recorded aloss
of $0.7 million ($0.4 mition after tax) related 1o Plug Powaer that was
alsorecorded in "Loss on investment” inthe Company's "Consolidated
Statement of Farnings.”

{ m ion after ax}
»7t'r‘r Nt "lhc write-down was taken to
Wit in fuel-cell de
maourt of this

fair

carry mg

value bag
this mart
charge was reported
was recorded in “Loss o




11. COMMITTED METAL POSITIONS AND HEDGED METAL OBLIGATIONS

Becember 31,
2004

December 31,
2003

ed melal positions were comprised of the Tollowing:
Metals in a net spot long position econ umraﬂy h dged with

ivatives (primarnily forward sales) $324.2 $272.7
Fair value of hedging derivatives v"‘ggm position 14.2 243
Unhedged metal posttions, ne! (see analysis below) 19.3 122

Fabr value of metals received with prices o be
determined, net of hedged spe
Total committed metal positions

sales

99.9 410
§457.6 53502

Both spot metal positions and derivative instruments are
tated at fair value. Fair value is ‘oased onrelevant published mar-
ket prices. The foliowing table sets forth the Company's unhedged
metal pesitions included in the “Commitied metal positions” line
or: the Company’s “Consoclidated Balance Sheets’

METAL POSITIONS INFORMATION

December 31, ¢ 21
Hions) 2004 2003
Net Met

position Value position Vakz

Platinum group metsls Long $19.4 Leng $10.1
Gold Flat - Long 0.7
Sitver Short (0.9 Short 0.6
Base matals Long 0.8 Lang 2.4
Unhedged matal positions, net $19.3 $12.2

Cemmitied mstal positicns may include gignificant advances
made for the purchase of precious metals delivered to the Company,
but for which final purchase price has not yet been determined. As o
Decermnber 31, 2004 and 2003, the aggregate rmarket vaive of the
metals purchased under a contraci for which a provisional price had
peen paid was in excess of the amounts advanced by atotal of
$49.9 mitlion and $82.8 milion, respectively.

git

Gecember 31,
2004

! obligations were comprised
of the faicwing:
Metals In a net spot short pasition economically
il derivatives {primar fon vard
ourchasss) — rapresents a payable forthe

in of spol met; coamterpar’ 5 $265.1 $273.6
Fair value of hedaing dervatives in a "ioss” position 27.8 2.2
Toia hiadged metal obtigations $202.8 32058

At December 31, 2004 and December 31, 2003, hedged
metal obligations relating to 603,330 and 7 34 845 troy ounces of
Goid, respectively, were outstanding. These quantities were sold
short on a spot basis generating cash approximating $266 million
and 8275 million, respectively. These spot sales were hedged
with forward purchases for the same number of ounces at an
average price of $441.23 at Decamber 31, 2004 and $374.00 a
2003. Unless a forward counterparty failed to per-
form, there was no risk of loss in the event prices roge. All

ounterparties for such transactions are investment grade.

Derivative metal and foreign currency instruments are used

10 hedge metal positions and obligations. As of Decaermber 31,
2004, 98% of these instruments have settlement terms of less
one year. with the remaining instruments expected to settle

33 months. The notional value of these derivative metal
nf*d fo:‘ezgn currency instruments is presenied below:

December 31,

METAL HEDGING INSTRUMENTS

Becember 31, Decemizar 31,
2004 2003
Buy Seli Buy Selt
RMatal forwards/Autures $625.2 $6626 38484 §7194
Eurodollar fuluras 11.2 136.6 43.1 127.4
Swans 3.2 9.8 16.7 54
Ontlons 39 - 338 14.6
Foreign exchange forwards/futures ~
Japanese yen - 130.8 - 97.3
Foreign exchange forwards/futures —
Euro - 23.4 - 379
1 exchange forwards/Autures -
Other 55 - 3.4 -

12. FINANCIAL INSTRUMENTS

The Company's nonderivative financial instruments consist
primarily of cash in banks, temporary investiments, accounts
receivable and debt. The fair valus of financial instrumenis in
working capital approximates book value. The fair value of long-
term debt was $520.8 million as of December 31, 2004 and
$414.0 million as of Decembper 31, 2003 based on prevailing
inierest rates af those dales, compared with
$513.7 million as of December 31, 2004 and
of December 31, 2003,

The Company believes that its financial instruments do not
represent a concentration of credit risk because the Company
deals with a variety of major banks worldwide, and its accounts

a book value of
$320.8 million as



raceivable are spread among a number of major indusiries, cus-
tomsrs and geographic areas. A centralized credit (;ommitze@
reviews significant credit ransactions and -ranagement
issues before granting cradit, and an appropriate level of reserves
ainsd. In addition, Company mo s the financiat

[&
318 10 help ensure collections and to

ma
condition of its custo
minimize losses.
Foreign currency instruments Aggregaie foreign exchange
transaction gains and losses wers not significant for any year
oresented, The following iable sets forth, in US. dollars, the
C:.';mpanys open foreign exchange contracts 9] edging
other than met d iransactions as of the respective year-
ends gee Note 11, "“Commitied Metal Positions and Hedged Metal

Ovligations,” for further detail):

FOREIGN EXCHANGE CONTRACTS INFORMATION

2604

[ions}

Buy Selt By

$25
245

$80 %2
481 45,

Thai baht - - 24

South African rang - 17.0 232

Braziian real - 0.7 2.3

British pound - 0.5

indian rupee - 0.6 - -

Singapore 0.2 - - -
Total open foreign

exchange contracts $27.2 $67.9

s avyear in duration. These ¢co
ember 31, 2004 and 2003.

None of these contracis exce
tracts were marked-to-markst at [:e\,

13. SHORT-TERM BORROWINGS AND LONG-TERM DEBT

At Decemier 31, 2004, ithe Company had two unsecured com-
mitted revolving credit agreements with a group of major North
American banks and foreign banks. One agreemert is & five-year
agresment in the amount of $400 million, expir
During 2004, management renewed its 364-day committed
zcility, extending the maturity o May 20085 and increasing
nount available 1o 3450 million. There are no bhorrowings
ncier these facilities at December 31, 2

004, In connection
‘zhege oredit faciities, the Company has agreed 10 certain

ing in May 2008.

covenants, including maintaining 2 debt-to-EBITDA ratio of less
than 31 {as defined in the credit dgr(,f ments). Throughout 2004,
the Cor v was fully compliant with all of ts debt covenants.
lelagtetiln) @red INfC & new seven-year com-

redit faciiity with two major forelgn banks for
ng to aplant expansion in China. This new credit
Q. Facility fees a aicd to both
itine. Az of December 31, 2004, the
Cm‘pmv borrowe dQH .3 mittio nriort credit facility,

At December 31, . short-term bank bor-
rowings were $12.6 illion, respectively.

In 2003, the C
mitted revolving ¢

T

W@ight@d—eawrag@ interest rates ware 7.6%, 12.4% and 2.0%
during 2004, 2003 and 2002, respectively. The increase in inter-
ast rates is primarily due 1o increassd short-ferm borrowings in

South Af%‘lCc:, where lrm:resn tes are high, Long-term debt due

1 million at December 31, 2004 and 2003
C’Jc commercial paper borrowings were
$51.5 million, Hﬂe (ﬂmp v did not hold an ial paper
borrowings at December 31, 2004, Weighted-average interest
rates were 1.4%, 1.3% and 1.9% during 2004, 2003 and
2002, respect

Unused, uncommitied lines of cred
$355.8 mitlion at December 31, 2004. The Uompany 3 lines of
vwith its banks are available in accordance with normat
terms for prime commercial borrowers and are not subject o
commitment fees or other restrictions,

During 2004, the Company increased its existing $150 miiiien
ration to $450 million in order 1o increase the Company’s
v {0 raise gash for general corporate purposas. The
Company issuedina p"ivate placernent five-year term, 11 billion

Japansese yen notes with a coupon rate of 1.1%. These notes are
accounted for as an effective net investiment hedge of a portio

of the Company's ven-denominaiad investments. As of
December 31, 2004, & $7.% muhon ioss was recorded in accumu-

lated other compreheansive income related to the mark-to-market
on these yven notes. Through a public debt offering in May 2003,

ies. These notes
~r 4.25%

the Company issued $150 million of 10 year
mature on May 15, 2013 and bear
proceeds were used tore she As clis-
Note 2, “Derivative Ing 37 these
ffectively changsd from a f;xed rate debt o
g rate dett oblig

sussed in

notes wes ation

to & foatin gation through the use of interest rate
ssued und e Company's
ation, effectively reducing the

30 million,




The following tabie sets forth the componen:s of long-term
debt at December 31, 2004 and 2003

DEBY INFORMATION

2004 paxiee)

{ir: maillions}

Notes, with a weighted-average inferest rate of 10.7%,
due 2006

7.375% Notes, due 2006, nat of discount

6.95% Noles, dug 2028, n

$ 140
101.7
1280 1187

discount

Nales, due 2013, net of discount 144.0

1.10% JPY Notes, due 2009, nat of discount 107.0 -

industrial revenue bonds, 5.375%, due 2006 8.5 8.5

Foreign bank loans with ¢ hied-avarage interest rate of
3.8% in 2004 and 5.0% in 2003, dug 2010

Other, with a welghlad-avarage rals of 6.5% I 2004

11.3 24

14. INCOME TAXES

The companents of income tax expense are shown in the follow-
ing table:

INCOME TAX EXPENSE

{in mif 2004

N
[
&5
=
ny
o
=

Current income fax expense

Federal $245 3195 8352
State and iocal 6.0 53 180
Foreign 331 478 156

63.6 72.6 65.8

Deferred income tax expense (be
Federal
State and local

2.0
2.9

{10.5)
(0.8)

>

-
~
o

ard 6.3% in 2003, due 20042009 0.3 0.4 Foreign 4.1 19.5) 16
513.8 3907 7.2) 8.4 07
one year 0.1 0.1 Income X expense $564  $042  §6B5

fong-term dabt $513.7 83908

As cf Decemier 31, 2004, the aggregate maturities oflong-
term debi for the succseding five years are as follows: 0.1 miliion
in 2008, $122.3 million in 2008, $2.3 million in 2007, $3.4 million in
2008, $103.2 million in 2009 and $275.8 million thereafter,

Interest expense was $23.7 million in 2004, compared with
$24.3 million in 2003 and $27.4 million in 2002. interest expense
in 2004 and 2003 decreased due to the Company’s use of inter-
est rale swap agreements that effeciively change fixed rate debt
abligations to floating rale debt obligations. partially offset by
higher foreign short-term interest rates. Interest income was

-

85.2 million in 2004, 4.0 miliion in 2003 and $2.0 million in 2002,

The foreign portion of earnings before income tax expense was
$143.6 mitlion in 2004, $120.1 miillion in 2003 and $10.1 millionin
2002. The decrease in 2002 was primarily due to the Engethard-CLAL
equity investment impzirment charge of $57.7 milion. Taxes on
incorne of foreign consolidated subsidiaries and affillates are provided
at the tax rates applicable to their respective foreign tex jurisdictions.



The following table sets forth the components of the net
deferred iax asset that resuit from tm*w"mwd(f*c, SNCHS

netween the amounts of assets and liabili gnized for
financial reporiing and 1ax purpeses:

NET DEFERRED INCOME TAX ASSET

2004 007

Deferred fax assets
Acorued iiabili

§117.5 1878
Nonourrant liah 58.1 58.4
Unrealized net fogs — pansion fabiity 53.5 42.7
Tax credits/atiribule carryiorward amaounis 93.1 892

fax assels 323.2 3791

{15.8} 2.0}
307.4 3565

7% assets, nat of valuation aliowancs

Deferred ta
Prepaid pension ex

/ plantand ¢

(#5.7) 54,
887} 165
239 ¢
(467} 767
(205.0) 12463
$1024 51

Net deferred tax assel

Deterred income taxes reflect the tax effect of tempﬁrar
diffarences betwsen the amounts of assets and liabilities f
financial reporting purposes and amounts as measured for tax
purpeses. Tne Company will establish a valuation aliowance ifitis
more likely than not that the deferred tax assets will not be real-
ized. The vaiuation allowance is reviewed and ad;u«ted based on
zr»anacermnt‘% 3ss&ssm‘=nt of reall "db g eferre

ﬁ)
ﬁ)
o
u
@
;)

arad Deuen‘:ber ’%1 2806

currert deferrea iax assets of 83,3 mithon !\net ofa &,1 858 nwlhon

valuation allowance) and $26.9 million (net of a $21.4 million
tion allowance; at December 31, 200 4and Decemher 31, 2003,
respactively, are includad in other int
inthe Company's "Consolidated B
At December 31, &

5

30, Alexplrein 2(,10, 0.4 million will expirein ZO T and
9. 1 2013, The Company had a 810.1 million

valuation aliowance against these foreign tax credits. The

Tipany alse had approximately $8.7
glopment credits, of which $3.6 million wiil expirein 2
$3.3 mition witi expirs 23 and $2.8 million will explire in

887 million of reg

)

2024

and approximately $3.9 million of foreign net operating losses of

wh}("h‘ 801 rmils( 1wl expire in 2008, $0.4 mitlion witl expire in
07, $1.4 sxplre iy 2008 and $1 4 million will expire in
20‘&9 and 5»‘ 6.8 ritiion will carry forward indeft nimum tax
cradit carryforwards at December 31, 200
$48.3 million and wzﬂcarry srward indefinitely. At z”‘u em be*
2004, the Company also had approximately $315.3 mi
state net opers Tng !rm‘ carryforwards expiring gt various inter-
vals between 2006 and 2023 and approximately 1.3 million of
state investment tax credit v re in 2006,
Areconcillation of the da‘r‘remnce between the Company's
consolidated income tax expense and the expense computed at

the federal statuiory rate is shown in the following lable:

hich will expi

[

CONSOLIDATED INCOME TAX EXPENSE RECONCILIATION

2004 2003

Income lax expense at federal stattory rate $1022 31052 $833
ncome taxns niet of federat effect 6.4 2.9 7.9

g {17.3) 148 (18.5)

(5.0} .9 (3.6)

ot with no fax benefit - - 20,2

Taxes on toreign income which differ rom US,

statutory rate 124 19.9 3.0
Tax credits {31.7) 517 (187
Export sales exclusion 8.1} 8.7 {105
Valuation allowance {6.8) 10.9 56
Other items, net 43 2.2 (1.2)

Inoome {ax expen $564 642 5 6LS

The Company maintai axas that may becem
pavable in fulure vears as a result of tax examinations. in 2004,
the Company reduced such reserves by 8.0 miliion resulting
fro Yan e Internal Revenue Service (IRS) relat-
any's tax returns for 1886, 1988 and
ng o the agree-
sclive tax rate

ment with the IRS reduced the Company’s ef
below its normal level for the year.
The Company intends to indefinitely reinvest earnings from
certain forelgn cperations. f\ccord(ng v, WS and nen-ULS income
1 b deferrad taxes might otherwise




be required, have not been omudbo on & cumulative amount of
temporary differences (including, for this purpose, any difference
betwsen the fax basis In the stock of a consolidated subs fixary
and the amount of the subsidiary’s net equity determined for
financiai reporting purposes) related to investmenis in forf—ig"
subsidiaries of approximately $52¢ mrand §
December 31, 2004 and 2003 hactively. The additionai US,
and non-ULS. income and withholding tax that would arise ©
revaersal of the termporary differences could be of part, by
tax credits, Because the determination of the amount of available
tax credits and the Himitations imposed on annua! utilization of
such credits are subjsct 1o a highly compiex series of calcuiations
and exsense allocations, it is impractical to estimate the amount
of net income and withholding tax that might be payable.

5444 million at

15. RELATED PARTY TRANSACTIONS

In the ordinary course of business, the Compa

party transactions with its equity affiliates. including N.E.
hemﬂat HDZ, a former subsidiary d-CLAL, and

Heesung-Engethard. The Company's transactions with such

entities amounted o purchases-from of $28.6 miliion in 2004,
329.0 million in 2003 and $26.0 miliion in ”GC ; sales-to of
3226.6 million in 2004, $154.5 million in 2003 and $163.4 million
in 2002; other incoms earned-from of $2.7 miticn in 2004,

82.4 million in 2003 and $5.2 million in 2002 and metai leasing-to
of $0.6 miltion in 2004, $C.6 million in 2003 and $1.1 million in
2002. Nst amounts due from such entities totaled $0.6 million at
December 31, 2004 and 2003.

Citibank, N.A., & subsidiary of Citigroup inc., which reports
beneficial ownershig of more than £% of the Company’s
Common Stock, participated with other lendars in §i

any has related

of Engethar

ines of credit
available 1o Engelhard under revoiving credit facilities, Citibank’s
total commitment is $32,000,000 none of which was drawn in
2004. In 2004, Citibark received an initial fee of $6,000 and
annua! facility fees of approximately $38,500 for these facilities.
The Company uses subsidiaries of Citigroup, as well as of
firms, to provide cash management s Engelhard. Fees
¢ supsidiarias of Citigroup for these services aggregated less
than 850,000 in 2004, In addition, Barcla I

N.A., which reported beneficial ownership of more than £% of
the Cempany’s Common Stock prior to July 2003, provides cer-
tain mvestment management services 10 Engelhard’s pension
plans. Fees for such services aggragaiad approximately
B156,000 in 2004,

arvices to

s\jlu:-- Investors,

Barclays Bank, ple, an affiliate of Barclays Global Investors,
subsidiaries of Citigroup and other firms, engage in forsign
exchange and commaodities fransactions with Engelhard in the
ardinary course of business. Ali of these transactions are negoti-

ated af arm’s length as principals in compstitive markets. During
2004, foreign '>><change fransactions with subsidiari
regated approximately 57,000,000 and metals
mth Barum Bank, pic aggregated approximately

Iy addition, during 2004, Engethard provic

in precious metals financing transactions in which sub-
sidiaries of Citigroup and Barclays Bank, plc received funds from
third parties. Engethard received approxmately $160,000 in fees
from subsidiaries of Citigroup and approxirnately $1,500 i1 net
revenues from these fransactions in which Barclays Bank,
ple participated.

Includad in the assets heid by the Company’s pension trusk:
are approximately 108,000 shares of Citigroup Inc. commaon steck
having a market vaiue of $5.2 million at December 31, 2004,

Citigroup paid an annualized dividend of $1.680 per share during
2004. Purchases and sales of this security were not material dur-
ing the vear.

Siate Street Bank and Trust Company, which reports beneficial
ownership of more than 5% of the Company's Comman Stock,
provides asset managemsn: services for the Comnany’s domes-
tic pemci( nplans, Plan assets under Slate Street’'s management
are $51,721,370 at December 31, 2004. Fees paid by the
Compary’s pe* ion plan trust totaled $27,635 for the year ended
December 31, 2004,

Vanguard Group, an atfiliate of Vanguard Windsor Funds,
ch reporis beneficial ownership of more than 5% of the
Company’s Commaon Stock, received $121,260 for administering
401{k) plans for the Company’s emplovees during 2004,

Citigroup ¢
transactions
$658,000,0

Servie
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16. BENEFITS

The Company has domestic and foreign pension plans covering
substantially all employees. Plans covering most salaried employ-
aes generally provide benefits based on years of service and th
employee’s final average compensation. Plans covering most

hourly bargaini nembers generally provide tenefits of stated
arnounts for sach year of service. The Company makes contribu-
tions to the plans as required and to such extent contributions are
currently deductible for tax purposes. Plan assets primarily consist
of isted stocks, fixed income securities and cash.

y Qg L




¢ following table seis forth the plang’ funded status:

FUNDED STATUS

2004

2003

Domestic

Foreign

Total

Foreign

Change in projected henefit obligation

Projected beneflt oaligation at beginning of year $ 486.2 $144.3 $6405 $4416 $ 995 $541.1
Sewvice cost 18.7 32 2158 58 28 185
terest ¢ost 30.2 7.8 38.1 88 54 34.5
Plan gmendments 0.1 - 0.1 3.4 1.2 4.6
d-CLAL assat distribution - - - - 2171 AN
mployee contributions - 0.6 08 - .5 ]
Sluarial losses 323 43 36.6 34.2 L6 34.8
Benefits peid {30.2) {6.6) {36.8} (272 (4.5 31.7)
Forelgn exchange - 11.5 11.5 17.1 171
Projacied benelit obligation at end of vear $547.3 $165.2 $7125 $496.2 $14a3 56405
Change in plan assets
Falr value of plan assels at beginping of vear $387.9 $125.2 $5134 53242 3 811 $405.3
Actual gain o 49.2 111 60.3 52.7 8.6 5%.3
Employer contribu 14.9 51 200 382 43 425
Employee contribution - 0.6 0.6 8.5 0.5
Zeript L, {30.2} {6.6) {36.8) 27.2 (4.5 31.7}
ibutie - - - 23.2 232
- 10.2 10.2 14,0 14.0
nassals atend of year $421.8 $145.6 $567.4 $125.2 35131
?unde{‘é statis $(125.5) ${19.6) $(145.1} (8.1 127 .4)
H et actuarial 1oss 2145 51.8 266.3 46.0 247 5
ecognized prior service cost 10.1 3.6 13.7 50 16.8
Feurth guarter contibution - 6.5 0.5 - 0.4 04
Prepaid pension asset $ 891 $ 36.3 $1354 51080 $ 323 $1373
Arnounts recog in the consclidated financlal stater
i S 47.7 $ 36.0 5 837 $ 743 § 3 8107.8
{(73.4) (11.4) (84.8) 70.8 9. 180.5)
1.6 35 5.1 14 3.5 54
thar comprahensive loss 123.2 8.2 1314 986 5.1 1047
Nel amount recognizer $ 891 $ 36.3 $135.4 §105.0 § 323 §137.3

The prepaid penefit costs of $83.7 million and $107.8 million

at December 31, 2004 and Dacembsr 31, 2003, respectave»y, and  liabllity
bie asset balances of $5.1 million and $5.4 millicn at Program of Engelhard Corporat
Jecember 31, 2004 and 2003, respectively, are Included in other v11.2 million related to an unfunded pian in Germany,
ated  nothave fundingr
wo liabilities, the plan would be underfunded by 380.3 million or
fhe SERP is an unfunded program that provides

the inta

intangiblie and noncurrent assets in the Company's "Consali
Balance Sheot‘ he pany recarded a minimum pension lia-

+ 94

0

fion &ﬂc‘, rm!lu aftertax} in 2004 and a 870 funded.”

343.6 millionre

o

e

iated

Included in the Projected Benefit Obligation is an unfunded
o the Supplemental Retirement

ion (SERP) and aliability of
nich does

ulrements or tax benafits. Excluding these

i certain executive officers, as well as

:‘nin%mum ra fia 2.2 million ($21.1 millionafter  enhanced benefits for
tax}in 2003. These adj pm‘ec in "Accumulated makes up for the amount tha

shareho

other comprehensiv

ders’ equity. plans due fo int

rnal He‘vemu

cannot be paid out of the qualified
ervice limitations.




The following table sets forth certaininformation regarding the plans benefit obligations:

2004 2003
Domestic Forgign Total Domestic Foreign Tofal

Accumuiaied Benetit Obligation
Aggregate Projected Banefit Obligation (P80 for those plans with PECs
in excess of plan assets 466.7 62.2 528.9 411.0 1443
Aggragate fair value of assels for those plans wilh PBOS in excass of plan assels 3334 4.7 3754 276.4 1253
Aggregate Accumwiated Benefit Obligation (AB0) for those pians with ABUs
in excess of plan assels 3911 50.3 441.4 332.6 406 3732
Aggragale fair value of assels for those plans with ABOs in excess of planassals 317.7 a1.7 359.4 262.( 32.8 2948

$485.9 $150.3 $636.2 $431.0 $131.7 $562.7

<1

G
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e
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The componenis of net periodic pension expense for al

niang are shown in the following table:

NET PERIODIC PENSION EXPENSE

2004 2003 202

Domestic Foreign Totai Foreiin Tolai Forgdgn Toia

5187 $32 $21.9 3156 $28 $185  $133 $23 5156

¢ ; 30.2 79 38.1 28.6 53 345 212 51 323
Expecied refurn on plan assets {38.8) {9.5) (48.3) (35.8 6.7} 42.3 (33.4 (.0 41,1
Amprtization of prior service cogt 1.8 1.7 35 14 0.7 2.1 1.2 0.3 1.5
Amartization tion assat - - - - - - - (N} 0.1
Recognized aoiuarial loss 8.7 2.1 168 6.4 2.2 8.6 3.0 1.1 41
Net periodic pension expense $208 $54 $260 $164 $50 $214 $11.3 $10 $123

Hilities. The assumptions chosen to meas-
3 ricdic pension expense. The following table
umptions used in determining the worldwide projected benefit obligation:

The Company uses September 30th as the measurement date for pension assets ¢
s liabili :

sefs forth the key weighted-2

ised to detarmine

ure the current y

quentysars’ neip

2004 2003 2002

Damestic Foreign (errestic Foreig [npesiic

o 27,

Discount rale used o datermi

projecied benelit obligation 6.00%  5.49%  8.25% 5. 8.75%  57T%

Discount rate used o detarming net periogic pansion costs 6.25% 5.50% 8.75% 5. 7.50% :
Rate of compensalion increase usad 1o determ te 375%  3.46% 378% 3 3.75%  383%
Rate of compensation increase usad to dete net pa 3.75%  3.84%  3.75% 3.8 425%  3.85%
d return 0n pian assets 9.00% 7.00% 9.00% 7. 10.00% 8.43%

The Company's weighted-averags asset allccations at December 31, 2004 and 2003 by asset category are as follows:

2004 2603

Domestic Foreign Totat Foreign Tolal

Equity Seouriies 70%  44%  B4% 6% 44%  63%
Debt Seourities 29%  56% 3% 0% 6% 36%
Other 1% - 1% 1% - 1%

100%  100%  100%  100%  1C0%  100%

»
&



0] future

. which refiect expec

Forelgn Total

$ 274 § 71 § 845

28.8 7.3 371

/dUr 3 ,6 7.2 38.8
2008 7.5 40.3
2004 7.9 43,1
2010-2014 43,2 250.8
e Benefit Plans C‘ ommitiee. a com-

The Pension and Employ
mittee currer i
Corporation Board ¢f Drrew)fs is m'eabh%hwd 1o rev
pension-related 2, set corporate investment pelicy and
monitor performance.

Investment risk s controlied by placing investments in vari-
ous asse! classas using a combination of active and pa £
;nves.:xma—:m strategies. The pension plan assets are alk
multiple investment management firms. These f»rme
wroad range of investrent st
that seeks to diversify cap
rale eXposUres.

Engelhard, through i
performs pariodic as v studias which seak a
ment strategy 10 provide the optimal investment risk/return
scenario for me;emn(é the future reti :arm"t ; ian wb!]
These st are atool used for de
of investments amoeng varicus asset classes. Investy ars

aced predominantly in the folic
® i—( wity: Common stotks 0

nies including squity
domiciled outside the US ané in dcpositm V¥ 10E

represent ownershin of securities of non-U.S comps mi:-ﬁ;s‘
¢ [ebt Fixed income securities issued org

the US. government, and 10 a lesser extent by non-U.8

governments, or by their respective agencies and instrumen-
talities. mortgage backed securities. including collateralized
morigage obligations. corporate debt obligations and doliar-
denominated obiligations issued in the United States by
non-U.S. banks and corporations (Yankee bonds)

in certain circumslances, investiment managers ars given
the authority for the imited use of derivalives. Futures con-
tracis, options on futures and interest rate swaps are cccasionally

mplayed in place of dirsct investment in securities 10 gain

lew

cated o

cover g

n consuitants and actuaries,

S

by

afficient exposure to markets. Derivatives are not used to lever-
age portfolios.

T%ua Company used a 9%
periodic pension expenss in |
calculate iis domestic net perioc
This caiculation was based on t

oy

return to caloulate its domestic net

04 and will use an 8.8% return to
C PENSION BXPENSS

z following:

i 2005,

8.6%
7.0%
8.9%

Equity Securities
Debt Securities

Total Demestic Portfalio

8.0% 0.9%

ighted-average 7% return to cal-
> pension expanse in 2004 and will
sturnic cm,\i!aie its foreign net
3. This caloul

r

use tha welghted-average 7
periodic pension expenss in ¢
on the following:

Equity Securitles
Debt Securiti
Total Foreign Portfolio

6. 5 Yo 0.5% 7.0% 100.0%

The Company expecis ontribute approximately $3.0 mil-
liontoits domec tic pe nd $4.3 million to its foreign
pension plans ¢ UO&

The Compar \/e\ 0 sponsors three savings plans covering
certain salaried and hourly paid emplovees. The -ompanx/c

contributions, whsc.. may equal up o 50% of certain emp!o
contributions, were $4.7 million in 2004, $4.6 millio
$4.3m These amounts were 4'ecorded asan
expense in the Company's “Consolidated Statements of Earnings.”

Effective Janua 5 1 206@, e Cornpany Stock Fund of the

alary Deferral Savings Plan of Engethard Corporation has been
ci\ sig rnployee Stock Ownership Plan (ESOP) as
permitted under the Internal Revenus Code. Contributic
the plan may be made direc y the empioyee or as part of the

ion in 2002,

e as an

-

s 1o

i

empioyer matching contributions noted above. Employer con-
'§ are recordsd

tributic 1as expense at fair market valug in the
pericd ‘ ividends are paid on these
shares to the exient a dividend is declared and paid on the
Cormnpany’s common stock. Dividends are charged to retained

)

a




sarnings when they are declared. As of Decembper 31, 2004, ih
ESOP held 1,808,895 s,hur > of Company Stock. These shares
are considered outstanding for determining basic and diluted
earnings per share.

The Company also currer H"L)!O\ ides postretirement medical
and life insurance bene 1retirees {@and thelr spouses),
woir families) and spouses of
Substantially all US. salaried
)ulJ employses are eligible for
thase L enefits, which are paid through th Company’s general
nealth care and life insurance programs, except for certain
medicare-eligibie salaried and hourly retirees who are provided
a defined contribution towards the cost of & partially insured
heaith plan. In addition, the Company provides postemployment
benefits to former or inactive emplovess afisr employment but
betore retirement. These benefits are substantially similar to
the postretirement benefits, but cover a much smailler group of
employees. Effective January 1, 2003, the Company eliminated

postretiremant benefits for those employees {exciuding employ-
ees under collective bargain or after
January 1, 2003,

The following table sets forth the components of the accrued
postretirement and postemplioyment benefit obligation, all of
W h:c, are unfunded,

certain deceased emy

ng agreements} hired on ¢

POSTRETIREMENT ARD POSTEMPLOYMENT BENEFITS

ilions 2004 2003
Change in benefit obligation
Benelit obligation at beginning of year $159.7 $1464
Service cost 4.0 34
nterest cost 8.6 93
Actuarial {gaing) losges {18.8) 12
: 0.2 -
-CLAL asset distribution -
{12.3) 3
obligation at end of year $141.4  $1597
{15.9) (35.9
¥ orior service cost 2.8 5.1
Acg mpﬁi obligation $1284 31289

The postretiremsnt and postermpioyment benefit balances of
$128.4 million and $128.9 mitlion at Decermber 31, 2004 and
December 31, 2003, respectively, ars included in other noncur-
rent liabilities in the Company’s "Consclidated B‘ ance
The componants of the net expensea for these postretirement
and pestemployment benefits are shown in the following table:

Sheets.”

POSTRETIREMENT AND POSTEMPLOYMENT BENEFITS

2004 2003 o002
Gomponents of net periodic benefit cost
Service cost $ 4.0 $34 $31
Intarest cost 8.6 a3 9.2
Net amortization: (1.1} {4.9) 5.8
Net pariedie henefit cost $11.5 378 $86.5

The weighted-average discount rate used in determining the
actuarigl present value of the accumuliated postretiremient and
0o loyment benefit obligation is 6.0% for 2004 and 6.25%
for 2003, The average assumed heaith care cost trend rate
used for 2004 i3 £% to 8%, A 1% increase in the assurned health
care cost rend rate would have increased aggregate service
and interest cost in 2004 by $0.9 mittion and the accumuiated
postretirement and pestemployment benefit obligation as of
Dacember 31, 2004 hy §7.1 ml!ion A 1% decrease Inthe assumed
health care cost trend rate would ha\ze decreased aggregais
service and interest cost in 2004 by $1.4 millien and the accumu-
lated postretirement and postemployment benefit obligation as
of December 31, 2004 by $12.3 million

The following benefit payments, which reflect expected future
service, are expected fo be paid:

finy

Years) Dorrestic
2005 §11.5
2008 1.0
2007 ‘ 10.5
2008 4.9
2009 9.3
2010-2014 431

On Becember 8, 2003, the President of the United States
signed into law the Medicare Prescription Drug. Improvement
and Modernization Agt of 2008 (the Act). This Act introduces

prascription drug benefit under Medicare (Medicare Part D). as
afederal subsidy 1o sponsors of retiree health care benefit

plans that provide a benefit that is at least actuarially squivalent
lo Medicare Part D After g review of the Company’s plan design,
the Company and itg consulting actuaries believe the Company's
plan s actuar equivalent to Medicare Part D In accordance
with FASE Staff Position (FSPY No. 108-2, "Accounting and
Disclosure Reguirement Related to the Medicare Prescription

Drug, Improvement and Modernization Act of 2003,” the




revaiued the ber and determinad that
ction in the accumulated postr
tion for the subsidy related to benefits attribu
i $18 million. The Cor
ment benefit cost by tt>1
The Company expacts the
the subsidy portion of the Medicare Prescrip

Improvement and Modernization Act of 2003

t obligation

miro pw‘fa TVIGE
pany was able to reduce its net po
3 miillion as 2 result of the Act,
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17. STOCK GPTION AND BONUS PLANS

. dt‘: of 5,500,000

and
valug on the date m‘ grant. N'\. optiorw under the Stock Option
Plans of 1909 and 1991 may be granted after December 18,
2008 and June 30, 2003,
in 1995, the &.ommm 3
Plan, which generally
non-employes director thm s

mb!,shmﬂm Directors Stock Option
s for the annual granting to vach

chase up to 3,000 common

1
i

shares at the alue on the ds
under all plans become exercisalbile in four installments
after one year, and no options may be exercised after 10 years

from the date of grant.

e of grant. Options
beginning

On May 2. 2002, sharshoiders approved the 2002 Long-Term
Incentive Compensation Plan. The plan provides for the grant to
ible emplovees and directors of stock aptions, share appraci-
ation rights (SARs), restricted shares, >d share units,
pﬂérfo:’w ance units and other share-based awards. An aggregate
of 6,000,000 shares of commaon <“f~ck have been reserved for
e under the plan, of which no more than 500,000 shares
ssued in connection Wﬁh awards other than options and
SARs, All terms and conditions of each grant have been set on
the dats of grant, including the grant price of options which is
based on the fair market valus on the day of grant. No grants
may be made under the plan after March 7, 2012,

The weighted-average fair value at date of grant for options
granted during 2004, 2003 and 2002 was $9.83, $8.42 ang
$5.62, respectively, Fair vaiue of sach option grant is estimated
on the date of grant using the Biack-Scheles option-pricing
rmodel. The following assumptions were used:

el

issuanc

2004 2003 2002
Dividend yleld 15% 15-2.0% 14-18%

32-34%  35-36% 36%
35-3.9% 32-38% 31-3.8%
67 6-7 5-8

Expecled volatifly
Risk-free interest rate
Expacted ife (years)

Stock option transa Hte
2004 A
Weighted-
average
fumber of  exercise price
shares per sharg

Outsianding at beginning of year
Granted

Fortel

11,013,511
1,119,856
(120,510)
(1,274,703)

i

§20.98 11,500,857 $20.3
§28.82  1.351,892 &zu&
$16.67 {111,450 $14.39

©» e
P G
hat
oy
&

LD

&
@

[ta)
[
a3

ing atend
arcisable at end of
a for future gz'aﬂ?s

1 of vear

10,738,154
ar 7,677,476
6,481,495

$18.42 (1,747,779 §19.36 $18.09

$2215  11,013511 $20.98 $20.34

$2050 7411637 $19.57 $19.26
7,579,411
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The following

e summarizes information about fixed-price ontions outstanding at December 31, 2004

Options ouisty

Weighted-
averags Weighied-
; WEIEg average
exareise at guarcise
Range of exercise prices nrice nrice
$16.831023.88 1,292,258 $21.36 1,292,256 $21.36
1734102189 2,105,735 18.98 2,105,735 16.98
1684102075 2435647 17.97 2435647 17.47
22.751028.75 2473062 2521 1,518,301 2513
20.47029.99 2,431 .4‘\4 26.42 325537 24.33
10,736,154 2215 7,677.476 20,50

The Company's Key Empiovee Stock Bonus Plan, as
amended (the Bonus Plan) provides for the award of up to
15,187,500 common shares o key employess as compensation
for futurs services, not excesding 1,518,750 shares in any year
{plus any canceled awards or shares availabls for award but not

previousty awardsd). The Bonus Plan terminates on June 30.
4\,06 Shares awarded vest in five annual installments, provided
the recipient is stilt employed by the Company on the vesting
date. Compensation expenss is measured on the daie the award

is granted and is amortized on a straight-line basis over five vears.

Shares awarded are considered issued and cutstanding at t!
date of grant and are included in shares outstanding for pur-
ofvses cf computing diluted earnings per share. Employees have
both dividend and voling rights on all unvested shares, In 2004
2003 and 2002, the Company granted 107,280 148, 90\) and
158,200 shares 1o key employess al a fair value of $28.684, $20.47
and $28.1%, respectively, per share. Unvested shares were
480,894, 596,670 and 674,930 at December 31, 2004, 2003 and
2002, respectively. Shares available for grant under this plan are
1,242,835 at December 31, 2004.
Com pensati"n sxpense relating to stock awards was
85.2 million in 2004 7 million in 2003 and $5.0 millicn in 2002.
he C,ompany has uerta“‘ deferrad compensation arrange-
menis where shares garned undsr the Engelhard stock bonus
plan are deferred and placed in a "Rabbi Trust” Shares held in
the trust are recc,rdeo as treasury stock with the corresponding
fiability recorded as a cradit within sharsholders’ equity, At
ascember 31, 2004 and 2003. the Rabbi Trust held 813,518
and 455,876 shares, respectively, of Engelhard Corporation
Common Stock. The value of the Rabhi Trust at historical cost
was §12.2 million and $10.4 million at December 31, 2004 and
2003, respectively.

—

ety

18. EARNINGS PER SHARE

SFAS No. 128, “Earnings Per Share” specifies the computation,

presentation and discloswre reguirements for basi
are (EPS). The following table represents the com-

garnings per st

ic and diluted

putation of basic and diluted EPS as required by SFAS No. 128:
EARNINGS PER SHARE COMPUTATIONS
2004 2003 2602
Basic EPS computation
Net income apglicatle to common shares $235.8  $234.2  $1714
Average number of shares outslanding - hasie 1232 126.4 1281
Basic earnings per share $191 $187 § 134

Dituted EPS computation

Net income apglicable to common shares $2355 2342 $1714
Average number of shares outsianding - besic 123.2 125.4 1281
Effect of dilutive stock options and
other incentives 2.2 1.8 2.4
Total number of shares ouistanding ~ diluted 125.4 127.3 130.5
Diluted earnings per shar $18 $184 $ 131

Options to purchase additi

price range of

of $26.90 1o $28.75) were outstanding at

onal shares of common stock of
551,084 (gt a price ran gfa 01 $29.38 10 $29.99), 1,820
26.90 10 $29.99) and 1,282,641 (@t a price range
the end of 2004, 2003

004 (ata

and 2002, respectively. but were not included in the computatio

Gt

filuted EPS because the options’ exercise prices were gre-,ater

than the average annual market price of the common shares.

a3



19. BUSINESS SEGMENT AND GEOGRAPHIC AREA DATA

s

gtes segment, iocated principally
South Africa, Brazil and Asia, mar-
ce wéth gnvircnmental reguiations,

chnologies and sys-

iS*“'ef Eure
kets cost: eh‘@ms v& com
enabled by sophisticated emission-control te

tems. The segment aiso provides high-vaiue materiai products
made principally from platinum group metals, as well as thermal
spray and ceating teci Mir\qz a5

The Proce Tecn, wolog . located principally in

ables customers to maks their
iert, environmentally sound and
ced chemical-process cata-

iysts, additives and sor benm
The Appearan ’-"Fad Performance Technologies segment
iocated prmupaliy in the United States, South Korea, China

and, provides pigments, effect materials, personal care
tives that enabie its cusiomers o market
netionality in thelr products. This seg-
hrom array of end markets, including coat
automotive, cong
customers improve the
5. in addition

ang Fin
and performancs add

enhanced image and fu

«

mentserves a

plastics, cosmetics and personal care,
and paper. The segment’s producis h
and o

trugtion

ook, performance i cost of thair prodiu

84

ree of precursors for most
tvanced p\,tmlown refining cataiysts,

The Materials Ser segment, located principally in the
United States, Europe and Japan, serves Company's tech-
nology segments, thelr customers and others with precious and
‘ ated services. This is a distribution end mate-

and sslls precious metals,
2nd gervicss. it does so under
rrangements structured 10 meet
requirements

the segmentist
of the Comp:

hase metais
avaristy of préc:mg &
the iogistical, financi
of the Company, its customer
offers the related servicas of precio
age, and produces precicus-metal salts and solutions.

Wi the "Ali Other’ cate v, sale exiernal customers
and operating earnings {losses) are der ved smnarﬂy f.rom the
Ventures business. The saie of precicus metals accounted for
undsr " Llr—u method, yalTv income, resulis from the

""" CUp and other misceitaneous income
:rd expense items not re lc ated to the reportable segments are

I

inciuded in the “All Other” cat egu; v,

,‘j (J("il\""'

and price-risk manager
s and supplisrs ditionally, It
us-metal refining and stor-

The majority ot Co p operating expenses havea been
har gcd to the segments on either a direct-service basis or as

E: wircnmental Technologies and, t©
g, utllize metalin th

iz metalis

par ’mganeratai cation
a much lesser extent, Froce
factories in excess o f that ¢

3o

provided by Materials Sarvi

ir

TeChﬂOsOglv
vided by customers




The following table presents ¢

BUSINESS SEGMENT INFORMATION

ertain data by business segment:

All Othrer

Total

2004

Net sales 10 exiernal customers
Operating aarings (oss)

Spacial charge (eredify, nat

interegt income

interest expense

Depreciation, depletion and amoriization
Equity i earings of 8
Hicome axes

Tolal assels

Eguity nvestments
Capitat expendilores

$898.2
1366
{0.2)

$615.2
873

830.9

276

$52.4
(34.7)ie
(1.1

5.2
237
18.7
23.2
56.4
591.2
115
223

$4,166.4
27135
53

5.2
23.7
128.7
376
56.4
3,178.6
177.0
123.2

2003
Net sales to external customers
ings {loss)

ial charge {credily, net
interest inceme

Equity investments

Capital expen

$653.8
69.5
7.8

369.5

~
o

Y]
&
L SN

= oy o

<

=~

ny
o
o

_.t
= RS )

I

o N

_4
o0
o
on

2002

Ne

sales o external customers
Operating earnings (05s)

Special charge {oredit), net

interest income

intgrest expense

Depreciation, depleticn and amortization
Equity in earnings of affiliaies
Equity invesiment impairment

ncome taxas

Capital expenditures

$680.4
109.2

IV

46.0

795.3

294

—

$1.836.0

- Rrd

a4

1.0

66.5
4166
1013

201

3,020.7
132.8
1133

83 pretax gains on the sale ¢

f certain precious matals accounted for under

FO methad of $2.6 milion in 2004, $5.2 million in 2003 and 5.1 mifllion in 2002,



The following table presents certain data by ¢

b}

GEOGRAPHIC ABEA DATA

{in 2004

Net saies to external custom
United St aEeO
nternai

$1,493.5
2,172.9

£1,860.4
1,854.1

SEGMENT RECONGILIATIONS (CONTINUED)

2004 2603

Total assels

oiat consclidated net sales to
mal customers

2xi

$4,166.4

Suﬂ* a2

Lony-livad assets:
United States $1,170.4
infernationa! 2881

1,085.4

LT re

2551

$1,458.5

e

81,3535

;OOCT 8]

5 10 Emope
Tf following tabie reconciles seg

ings befors income {axes as \,1 hown in th

ant operating earnings
e Company’s

2004

farves

$4,114.0
50.3
21

Toial consolidater] net sales o

axigmal custemers

$4,166.4

Total assets for reportable seyments $2,587.4 $2.3559 $2604.1
Assets for other business units 38.3 384 303
Alt other 552.9 5387 386.3
$3,178.6 $2.933.0 $3.0207

Equity investmar / H $ 655 & 4898 & 15
Equity investment othar 1115 128 1013

Other investmenis not carried on the
equity method 2.1 6.2 4.0
Total investments $ 1791 § 1587 136.8

ke

Anunafiiliated customer of the Environmental Techneciogies and
Materials Services segments acc oqnte for approximately $625 mil-
lion of the Company’s net sales in 2002, No customer accounted for

more than 10% of the Company’s net sales | 2004 or 2003.

20. LEASE COMMITMENTS
The Cornpany rents real property and equipment undsr long-

term operating leases. Rent expense and subleass income fora
operaling leases are summarized as follows:

2004 2003 2092

Rents pait $33.9 $35.2

Less: subleass income {1.2) 1.1
Rant expense, net $32.7 8341

Earnings betore income @xes:
Operating carmings for reportable segmenis § 3082
Operating sarmings (ossh for other
Business units 3.2
Othero s - Corporate {37.9}

§ 2735
52
237
376

{0.7)

$ 28156

5 2919

&3

a3

Future minimum rent payments at December 31, 2004
required under noncanceliable o peraum leases, having meE or
remaining lease terms in excess of one year, arg a foi;ovm.

{in mililonss

2008 $ 224
2006 17.2
2007 14.8
2008 138
2009 2.5
Thereafter 50.0
Total mini 136.4
Lass: 2.4
Nat minimum ieas paEyments $137.0




N 2000, the Company entered into a s¢
action for $97.3 million for mac!
used in the Process Technelogies segment. The n of this
operating lease is five years. The Company renawsd this lease in
January 2005, In 1888, the Company entered into 2 sale-lease-

S

back transaction for $67.2 million for property that serves as the
principal exacutive and administrative offices of the Company
of this operating !

a

d its operating businesses. The e

m

2Lat

renmenial investigations and cleanup plans at several curn
or formerly owned and/or operated sites, including Piainville,
Massachusetts. The Company continues to investigate and
remediate contamination at Plainville under a 1893 agreem
the United States Environmental Protection Agency tEPA).
The Company continues to address decommissioning issues at
Plainvilie under authority delegated by the Nuclear Reguiatory
Commission to the Commonwealth of Massachusetts.

In addition, as of Dacember 31, 2004, 13 sites have been
identified at which the Company beliaves liability as a poten-

ent

WILH

e

tially responsible party is probable under the Comprehensive
Environmental Response. Compensation and Liability Act of
1980, as amended, or similar siale laws ollectively referred to
as Superfund} for the cleanup of contamination and natural
resource damages resuiting from the historic disposal of haz-
ardous subsiances allegediy generated by the Company, among
others. Superfund impoeses strict, joint and several Hability under
ceriain circumstances. In many cases, the dollar amount of the
claim is unspecified and claims have been asserted against a
number ¢f other entities for the same relisf sought from the
Company. Based on existing information, the Company believes
hat it is a de-mininmis contributor of hazardous substances at a
number ¢f the sites referenced above. Subject to the recpening
of existing seitlement agreements for extracrdinary cirgum-

stances, discovery of new information or natural rescurce
damages, the Company has s of other cleanup
oraceedings. The Company has also responded to information
requests from EPA and state regulatory authoritiss in connection
with other Superfund site
The accruals for environs ed costs
reported in the consol 1 balance sheets at December 34,
2004 and 2003 were $10.1 mitiion and $18.3 million, respectively,

inclucling $6.1 mitlion at December 31, 2004 and 2003 for

ted a numbe:

o

al cleanup-re

Superfund sites. These amounts represernt those undiscounted
costs thai the Company believes are probable and reasonalbly
estimable. Based on currently available information and analysis,
the Company’s accrual represents approximately 37% of what
it believes are the reasonably possiblg environmeantal cleanup-
related costs of a noncapital nature. The estimete of reasonably
possibie costs s less certain thar
which the acorual is based.
Cash payments for environmental cleanup-related matters
ware $1.3 million in 2004 and $1.8 mitlion in each of 2003 and
2002. in 2003, the Company recognized a $2.0 million lial
afacility in France.

e probable estimate upon

ility for

For the past three-year pericd, environmental-related capital
projects have averaged less than 10% of the Company’s tota!
capita! expenditure programs, and the expense of environmental
compliance (e.g.. environmental testing, permits, consuitants and
in-house staff} was not material,

There can be no assurances that environmental laws and
regulations will not change or that the Company will not incur
significant costs in the future to comply with such laws and regu-
lations. Based on existing information and current environmental
laws and reguiations, cash paymentis for snvironmentai cleanup-
related matters are proiected to be $1.4 mitlion for 2005, which
has already been accrued. Further, the Company anticipates that
the amounts of capitalized environmental projects and the
expense of environmental compliance will approximate current
levels. While it is not possible to predict with certainty, manage-
ment believes environmental cleanup-related reserves at
December 31, 2004 are reasonabie and adequate, and environ-
mental matiers are not expected ¢ have a material adverse
effect on financial condition. However. if these matiers are
resolved in a manner different from the estimates, they could
have a material adverse effect on the Company’s operating
results or cash fiows

22. LITIGATION AND CONTINGENCIES

The Company is cne of a number of defendants in numercus
proceedings that allege that the plaintiffs were injured from
exposure 1o hazardous substances purportedly supplied by the
Company and other defendants or that existed on company
premises. The Company is also subiect to a number of environ-
mental contingencies {see Note 21, "Environmenta! Gosts.” for
further detail) and is a defendant in a number of lawsuits cover-
ing a wide range of other matiers, In some of these matters, the
remadies sought or darages claimed are substantial. While itis
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not p assinle top:odir‘ with ceriainty the ultimate outcome <
environmenital cont

onwith couns

cles, manager
fthese matier }
acverse effect on financial conditio
are resolved in a manner different from Mans gu nent’s cu
expectations, they coL ton zho
Company’s operating re
The Gompany | 'mrc,lv“u ina
Managementb
ofﬂcia!q within a for( er Pcr Lvie
809, Engelhard Pery, S.A, aw
o@m&ad refund claims of apr *oxu*watoly 28 rmmm
tax authority also determined that Engelhard Peru, S.A. is liabl
for approximately 363 million in refunds previously paid, fines
and interest as of December 31, 1999, Interest and fines co
to accrue at rates established by Peruvian law. The Peruvian
Courtruiedon Fﬂbruar\ 11, 2003 that Engsthard Peru, S.A was
dabie ?omne amounts, overruling precedent 1o apply a "form
over substance” theory without any determination of fraudulent
participation by Engethard Peru, S A, As pari of its efforis to vi
orously contest this determination, Engethard Pery, S A fileda
constitutional action against the Peruvian Tax agency and Tax

a’@S\QiUtiOn S

23. COMPREHENSIVE INCOME

Changes in accumulated o snsive income (loss) are a

N 4

Court. On May 3, 2004 none of
the find of the Peruvian tax authorities were ;}ropa«rly appii-
: 3k ard Periy, S A based on several grounds,
mr‘iuds"g IMPIORer L it with no actual
proof of iregularity in the transactions (>angdrad1d Peru, 3.A
The government of Peru nas a;.);.)eaéfec:i this decision, Manage-
s, based on consuitation with counsel, that
aru, SAL s entitled to i refunds claimed
s for any additional ta s or interest. In late
Cetober 2000 ’zmmmomro‘ ging tax fraud and for-
gery relatec dispute was initiated against
two Lima-based ("ffl(,'dlo of F";geié‘sard Peru, S.A. Although
Engelhard Peru, S.A. is not a defendant, it may be civilly
inPeru ifits :‘epresen ves are found responsible for criminal
Gonduct,i ts own investigation, and in detallsd review of the
ials pressentsd in Pery, managomen% has not seen any svi-
Accerdingly, Engsihard
r,.uod :fenss of this proceeding.
hie maximum 8ConoImic exposure is'tim-
sets of Engelthard Peru, S A
330 mitiion, including
unpaid refunds, has been fully provided for in the accounts of
the Company.

the judge in this action ruled

fandis

Xes, fir

materi

Managemsnt believes
ited {0 the aggregate valus of all as
That amount, which is approximately !

[

¢ follows:

Tolal

Balance &t December 31, 2001 $(4.8) $102.0 3(25.4) 3(132.0)
Peariod char 4.4 70.3 188
Balance at December 31, 2002 {2 317 831

{01 77.8 217

{0y 48.1 (62.0} (15.9}
(1.5 387 (18.0) 209

$(1.8) S 848 $(78.0) $ 50

The a‘oreﬁigrmu"fv*a y trans radiustments are not oy

non-U.S, entities.

dforincome taxes as't 2t 1o parmanent investments in




24, SUPPLEMENTAL INFORMATION The foliowing tables present ceriain supplementary informa-
tion i¢ the Company’s "Congolidated Baiance Sheets™

The following tabie presents certain supplementary information

to the Company's "Consclidated Statements of Cash Fiows™ SUPPLEMENTARY BALANCE SHEET INFORMATION

2004 2003
SUPPLEMENTARY CASH FLOW INFORMATION
{lioris) 2004 2003 2002 Qther current assets

Prepaid insurance $ 93 $ 104
sash pald during the vear for Current deferred taxes 89.1 83.0
Intarast $ 269 §$ 259 $281  Ohe 212 16.3
Income 55.8 8.2 314 Qiner current assels $1356  $1127

Materials Services related:
Change in assets and liabilities - souroe {uae):

Other current liabilities
$ @27 & 118 5_“’-3’ income taxes payable $393 §$713

(1448} 3418 Payrall-relaied acoruals 733 3.3
lnventories 63 08 PO Deferred revenue 31 56
Other curr 0.1 0.2 6.4 jnerest nava 6.7 6.4
Other noncu - - 0.2 pestrusturing raserves 1.9 23
124.1 48 11.8

rves 8.7 100
7.3 11
- 62 @TH accruad profession 5.2 5.6
Net cash flows from changes in assets Accrust NSUrAnce expanse 38 11

and liabilites $ {318} $1078  S@63  pyner 90,8 1065

$248.8 §286.9

Product warranty rese
(8.8} (225.0) 38 P vaiue derivative |

Other currant lic

Change In assets and liabilites - source (Useh

Receivables $ 93 % By 877
Inventories (2.8) 19 7.4
Other current agsets (3.9} 44 0.9
Other noncurrent agssls 7.4 29.8; 8.0
Accounts payahle {(7.5) 23.4) 278
Giher curr slities (14.5) i (7.1

RN N

(TSR
&
2

Nongury 17.7
Net cash flows from changes in assets

and liabifities $ &1

(3]

€A

487 5@

The abiove changes in assets and liabilities exclude the impact
of foreign currency changes on existing balances. Changes in for-
eign currency accounts are translated at appropriate average rates.
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tis respor and maintaining
2 ! or Hinancial reporting, as suchtermis
defined in Exchange Ac,tF’mlo’ 13a415{f). Under the Qupfy\m on
tion of our managem neluding ou
fioer and principal financial officer, we con-
dwfcfi an cmi,latvm of the effectiveness of our internal contro!
over financia .L,,rtxmbism on the oriteria established in
internai Cont work issued by the Comemil
of Sponsoring Orge t ,.Trradwm:(\; nission
ICOSO). Based on our e\x<,e‘iuatson under this framawort\z our
mang it concluded that our internal control over finar
reporiing was effe 1

Our management's asse ivenass of our
internal coniro! over financial reporting as of December 31, 2004
has been audited by Ernst & Youn LLE anindependent regis-
tered public ac mtmuﬂrm stated in thelr report which is
includsd herein

and with the mrti(s

vy

al

Barry W Parry

i

‘\_;halﬂ’!']aﬂ and Ghiet Executive Officer

WW

Michas! A, Sperduto
Vice Py esuem and Chief Financial Officer

~f 7
!

ompany has fited certifications o
vief Financial Officer pursuant to Section 302 of the
Sarbanes-Oxlay Act regarding disclosure controls and proce-

dures fas defined in Exchange Act Rules 13a-156(e) and 1501 8(e})
of the Company as an exhibit to its Form 10-K in 2004, the
Company also submitted the Chief Exscutive Officer’s certifica-
tion regarcing Corporate Governance listing standards to the
New York Stock Exchange (NYSE) pursuant to NYSE Liste

~ = A o " oA
Company Manual Section 305A.12(a)

a0




The Board of Directors and Sharenoiders of
Engelhard Gorporation

We have audiited the accompanying consoiidatad balance sheets
of Engelhard Corporation as of December 31, 2004 and 2003,

fod consolidated statements of earnings, cash flows,
and sharehoiders’ gwéry ach of the three years in the period
ended D mber 31, 2004. 1 hc* inancial statements are the
responsibility of the Ccm[t)any‘s; management, Qur responsibiiity
is to express an opinion on these financial statements basad on
our audits.

We conducted our audits in accordance with the standards
the Public Company Accounting Oversignt Board (United otafes).
Those standards require that we plan and perform the aucit
o obtain reascnable assurance about whether the financial
statements are free of material misstatement. An audit includes
examining, on a test basis, svidence supperting the amounts and
disclosures in the financial statements, An audit also includes
assessing the accounting principles used and significant esti-
mates made by managemsnt, as well as m.vaiuatmo the overal
financial statement presentation. We believe that our audits pro-
vide a reasonable ba&s for our opinion.

Inour opinion, the financial statements referred o above
present fairly, in all material rmpﬂcts the consolidated financial
position of Engelhard Corporation at December 31, 2004 and

and ihe

REPORT OF INI
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2003, and the consolidated results of their operations and their
cash flows for each of the three years in the period ended
December 31, 2004, in conformity with U.S. generally accepted
accounting p 8.

We also have audiied, in accordance with the standards of
the Public Company Accounting Oversight Board (United States),
the effectiveness of Engelhard Corporation's internal control
over financial reporiing as of December 31, 2004, based on crite-
rig established in Internal Control-Integrated Framework issued
Ly the Committee of Sponsoring Organizations of the Treadway
Commission and ow report dated March 7, 2008 expressed an
unqualitied opinion thareon

As described in Note 4 to the consolidated financial state-
ments, the Company adopied Statement of Financial Accounting
Standards {"Statement”) No. 143, "Accountir wu for Asset
Ratirement Obligations,” effective January 1, 2003,

Snmat + MLLP

Ernst & Young LLP
MetroPark, New Jersey

cip

March 7, 2008
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the Public Company Accounting Oversight Board (United States).

Those standards recuire that we plan and perform the audit o
obtain reasonable assurance about whether effective internal
control over financial reporiing aintained in ali mater| a!

respects. Our audit included obiaining an understanding of |
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ciat reporting may not prevent or defect missiat
profections of any evaluation of effectivensss to future periods
are subject to the risk that controls may become inadequate
because of changss in conditions, or that the degree of compli-
ce with the policies or precedures may deteriorate,

In our opinion, management's assessment that Engelhard
Corporation maintained effective internal control over financial
reporting as of December 31, 2004, is fairly stated, in all material
respects, based on the COSO0 criteria. Also, in our opinion,
Engelhard Corporation malintained, in all material respects, effsc-
tive internal control over financial reporting as of December 31,
2004, based on the COSQ criteria,

We also have audited, in accordance with the standards of

e Public Company Acccunting Oversight Board {United Staias)
dw 2004 conselidated finan atements of Engelhard
nd cur report dated March 7, 2005 expressed a
pinion thereon,
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ANNUAL SHAREHOLDERS' MEETING

The annual meeting of sharsholders of Engelhard Corporation wil
pe held &t the Sheraton at Woodbridge Placs, 515 Route 1 South,
Iselin, N.J. on Thursdeay, May 8, 2004 at 13:00 am. Eastern
Daylight Time.

i

SECURITIES LISTINGS

New York Stock Exchange (Symbol: EC)
Chicago Board Options Exchangs
Swiss Exchange (SWX)

OFFICE OF INVESTOR RELATIONS
Engsthard Corporation

101 Wood Avenus

PO Box 770

Iselin, NJ 48830-0770
investor.Relatio (<"!enge§hard,com

1-800-458-G323
1-732-208-5000

SEC FORM 10-K

Copies of Engelhard's Form 10- curities and
Exchange Commission f 2”0 are availabie to 3?%’r'~nozders.
Please mail cr e-mall your reques‘t for copies 1o the Investor
Relations office.

DIVIDEND DISBURSING AGENT, DIVIDEND REINVESTMENT AGENT,
STOCK TRANSFER AGENT AND REGISTRAR
Mellon Investor Services LLC
PO, Box 3315
South Hackensack, NJ 07806-18158
1-800-310-5881

For the hearing and Cps«ec impaired,
ces for the deal [TDD] ars available at )
side the United States may call &t 1-2

slon

scommunications

den
from out

\r\t ‘V’J YV, .'T\‘

-inves

DIVIDEND REINVESTMENT PLAN

Engelhard Corperation offers shareholders the opportunity to
participate in a convenient and cost- wogram that auto-
matically reinvests dividends in the pure h iditional shares
of comman stock. For information on the plas‘n contact Mellon

i

Investor Services.

G4

DUPLICATE MAILINGS
Shareholders recelving e copies of Engelhard reports
can heip reduce printing and me:m 1 costs. Please notify us of
duplicate mailings by providing the appropriate names and
account numbers tos
Melion Investor Services
Record Keeping

G hallenger Road
F—uc&g field Park, NJ 078
Notification witl not JT t dividend or proxy maiiings.]

TRADEMARKS
Product designations appearing in italics tb*ou shout this publica-
tion are either registered or unregistered traclemarks and sarvice

rarks of Engelhard Corporation and its various operahorzs.
ADDITIONAL INFORMATION )
A comprehensive guide 1o company developments, including
currant sarnings reports, dividend information, stock price per-
formance and key investment ratios, Is available on Engelhard’s
web site at www.engslhard.com. Click on “Investor information.”
This annual reportis printe’é on paper enhanced I"y
Engelhard's high-performances Kaolin-based pigm

COMMON STOCK DATA [UNAUDITED]
As of March 1, 2008, there were 4,57
Engelhard's common stock. The range of market pric
dividends paid for sach quarterly period were:

holders of record of
as and ¢cash

ket Price

Low

2004

First quarter $30.29 §26.66 0.1
Second quarter 32.31 27.55 .11
Third qw Br 32.72 26.63 0.11
Fourth gt 30.98 26.49 011
2003

First quarter 32311 §19.02 $0.10
Second g 26.61 21.26 0.10
Trird gua 2915 24.08 0.0
Fourth gu 30,58 27.18 .11




Engelhard Corporation is a surface and materials science company that develops technologies to
improve customers' products and processes. A Fortune 500 company, Engelhard is a world-leading
provider of technologies for environmental, process, appearance and performance applications.
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